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TAX INCENTIVES FOR EDUCATION 



TUESDAY, MARCH 15. 1988 

U.S. Senate, 
Committee on Finance, 
™ Washington, DC. 

OIK ?i;T°™'o*®® ™et^urauant to notice, at 10 a.m. in room SD- 
fcl^S.'SSrSiS^^^ "^^^'-^^'^^ Bentsen 

RiS^pl.feV'" ?f"*1f,"' Moynihan Baucus, Bradley, Mitchell, 
w!^!f ' Daschle, Packwood, Danforth, Chaf^, Heinz 

Wallop, and Durenberger. . * 

[Committee Preas release No. H-6] 

Bbntsen Announces Finance CoMMrrrrat Hearing on Tax Incentives for 

Education 

H«?^^£"rT°Sl° P "^""'*"',i^'''y'*.^"*«'" (D-Texas). Chairman, announced Tues- 
SicSfon Committee will hold a hearing on tax incentives fa? 

oflflSi^lS^i^^SfficetuK^^^ ^ 
«H«l!f*fh.'*''*' ^J"'*' challenges America faces to improve our competitive 
A^ZA\h^f l^A^^/'^. immense. Many legislative proposals have beerintro- 
w^o^ J^h^^^ZL\^ incentives to expand opportunities to educate our 
r^TZSf ? " important that we consider carefully eveiy means 

S;^tendKh"K d°o ZS^^""' ^^""^^"^ P-P'^ ^ 

^ ™««*lS3^'™*'Er*' LLOYD BENTSEN, A U.S. SENATOR 

CoSIiSe^ SENATE FINANCE 

The Chairman. This hearing will come to order. If you will, 
please, be seated and cease conversation. 

Today, America faces growing uncertainty about its ability to 
compete. The world economy is more interdependent than ever 
betore. If we are going to continue to compete we have to have a 
competitive education. There is no uncertainty in my mind that if 
you put American workers up against other workers of the world 
and they have a level playing field, they will come off very well. 
They remain hard, dedicated workers. 

But if we are going to keep the standard of living up in this 
country and continue to improve it, then we have to improve our 
educational standards 

Education remains the key to our nation's future economic pros- 
perity. The educational opportunities available to future genera- 
tions are going to determine the strength of our economy and ulti- 
mately whether our nation's standard of living will rise or fall. 
Education has always been a priority for our country, but now it 
truhr must be a top priority. 

We are facing great uncertainty about this economy of ours. Our 
n^wojiexpenenced a record trade deficit last year of over $171 bil- 
on. One of the most effective means to improve the competitive- 
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of American products is to improve the skill of our workers. A 
skilled labor force will have the tools to develop new products and 
keep our country on the cutting edge of technology. 

To thrive in the twenty-first century, U.S. businesses will need 
more and better computer scientists, engineers, mathematicians 
and other specialists. Yet, according to the National Science Foun- 
dation, a declining percentage of American students are entering the 
fields of science and engineering. Among our chief competitors, the 
proportion of the labor force that is dedicated to research and de- 
velopment has grown rapidly in the last 20 years, while our own 
commitment has not increased at all 

Sustained growth in U.S. productivity goes hand in hand with 
education. In the 1980s, U.S. productivity increases have been at 
historically low levels, while our trading partners have had faster 
productivity growth. And consequently, they are approaching IJ.S. 
standards of living. 

These numbers represent an urgent warning that we need to en- 
hance the educational levels of our country. But, what we are 
seeing instead is that access to an affordable college education has 
been drifting farther away. The increase in college expenses for the 
1978-88 academic year for private four-year colleges averaged 8 per- 
cent. Similar increases were recorded for public colleges. Now, 
that's the seventh straight year that college costs have outpaced in- 
flation. We have now reached the age of the $75,000 bachelors 
degree at some of our nation's most prestigious schools. That is a 
50-percent increase in cnly five years. 

Federal support for h^^her education haa not kept pace. Taking 
inflation into account. Federal expenditures for student aid have 
increased by only 3 percent since 1980, according to the Office of 
Management and Budget. That has forced families to rely more on 
their personal savings and on borrowing to fund college educations. 
Yet, the national savings rate last year dropped to 3.8 percent. And 
that is our lowest rate of personal saving, as a percent of disposable 
income, in 40 years. 

Those factors make it harder and harder for students and their 
families to afford a college education. That does not bode well for 
the future direction of our economy. We have to try to find ways to 
turn that around. 

The Federal Tax Code currently contains a number of provisions 
to promote education, but they may not be enough. That's why we 
have assembled a panel of experts today to discuss the track record 
of Federal Tax expenditures. We also are going to hear testimony 
on several new proposals to promote educational savings, including 
an educational savings bond program. 

I have long spoken out on how we must increase the nation's sav- 
ings rate to help reduce capital costs and interest rates. That is 
why some of these suggestions appear attractive to me. This hear- 
ing gives us a chance to hear the pros and cons of these initiatives, 
and to construct a guide for setting future tax policy that enhances 
educational opportunity. 

I would like to yield now to my distinguished colleague, the Sena- 
tor from New York, Senator Moynihan. 
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OPENING STATEMENT OP HON. DANIEL PATRICK MOYNIHAN, 
A U.S. SENATOR FROM THE STATE OP NEW YORK 

Chairman, I wish to associate myself 
wholly with your remarks and thank you for finding time in our 
schedule for this hearmg. 

As witnesses, our colleagues are waiting to speak. Our distin- 
guished and revered former colleague Senator Ribicoff has come 
from New York for this occasion. 

I would make just one point of particular, which is that we have 
before iw m the Committee S. 39, which I introduced on the first 
dav 01 this COTip-ess, which will continue Section 127 of the Inter- 
nal Kevenue Code, which provides that employer-paid educational 
expenses are not taxable up to $5,250 a year. 

There is a measure of urgency about this. There are mUlions of 
persons m educational programs under this arrangement right 
now, but the provision in the Tax Code expired at the end of 1987 
&o we have to get something done in this Congress, or else we wili 
have havoc not just with individuals but with training programs 
and with institutions. This is about the most directed and oriented 
Kind 01 education you can get. 

We are going to hear from Senator Ribicoff on this. It is at the 
other end of the spectrum of the $75,000 bachelors degree. The 
greatest number of persons invoked in this kind of training, 71 
percent of them, have incomes below $30,000. And they are sent by 
H^S'lJf'^?°*l" *° *^'"8s that will move them along in the 
systwn. It IS the most directly job-related effort you could find. 

I think we have strong support. We have 39 cosponsors, nine are 
membera of this committee, for extending it. 

I don t war.t to keep our witnesses waiting. I thank you, Mr. 
Chairman, agam. 

The Chairman. Senator, your remarks are timely and pertinent, 
mere is no question that particular program increases productivity 
in this country. 

Senator Riegle. 

OPSNING STATEMENT OP HON. DONALD W. RIEGLE JR, 
A U.S. SENATOR PROM THE STATE OP MICHIGAN ' 
Senator Riegle. Thank you, Mr. Chairman. 
I would like to echo the sentiment of Senator Moynihan on his 
last comment: I, too, think we need to move on that tax issue with 
respect to educational programs that companies offer to their em- 
ploy668. 

But I also want to draw attention to the very important state- 
ment that you made, Mr. Chairman, and to the importance of these 
hearings today. The fact that the bachelors degree now in some col- 
leges in our country costs as much as $75,000 for the four year 
period of time I think is a stunning fact. The continuing rise in col- 
lege costs hds created a situation where a very large number of the 
graduates in my State these days find that thev have carryover 
to $30 000 '^^^ ***** graduation, anywhere from $15,000 

'.Vhat they are finding is that, as they come out into the work- 
force with those very large debts to both pay the interest on and 
eventually to repay in total, they are not able to do a lot of other 
things. They are not able, for example, to acquire in many cases 
the money needed to make a down payment on a home. 
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We are seeing that these facts are interconnected to home owner- 
ship, faniily formation opportunities, and how these go later on 
down the line. 

I think there are ways that we can meet this problem. 

We have a distinguished panel of witnesses today, two of which 
are seated at the table now. My own Governor from the State of 
Michigan has been a leader nationally in coming forward with a 
State-centered plan to try to solve this problem and enable families 
to save over a period of years to meet these costs. I think the initia- 
tive which we are starting in Michigan is one of the most impor- 
tant ways in which States across the country are trying to respond 
in a innovative way to this very substantial problem facing our 
country. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Senator Riegle. 

We are very pleased to have as our two first witnesses two Sena- 
tors who have long had great interest in promoting and building 
education in our country. 

I am honored to have you. Senator Kennedy. If you would pro- 
ceed, and then Senator btafTord, and we will withhold any ques- 
tions until the two of you are finished. 

Senator Kennedy. I would be glad to yield to my colleague Sena- 
tor Stafford. I know you follow a time-honored precedent of seniori- 
ty here. Senator StcdGTord has been the Qiairman of the Subcom- 
mittee on Education in the Labor and Human R^urces Committee. 

The Chairman. We would be delighted to have Senator Stafford 
go first. 

You know. Senator, vou have had a great career here in the 
Senate. I am not very nappy with your decision to bring it to an 
end. We are going to miss you here. You are a wonderful colleague 
to work with. 

STATEMENT OF HON. ROBERT STAFFORD, A U.S. SENATOR FROM 
THE STATE OF VERMONT 

Senator Stafford. Thank you, Mr. Chairman and members of 
the Committee. You are veiy kind to say that, We miss you on the 
Environment and Public Works Committee. I can tell you we had 
some great years together there. 

Mr. Chairman, let me b^fin by commending the Conmiittee for 
convening today's hearing on education savings plans. As the 
Ranking Minority Member on the Subcommittee on Education, 
Arts and Humanities, I have cosponsored two bills which would en- 
courage families to invest in education through the purchase of tui- 
tion savings bonds. It is my firm belief that the enactment of such 
legislation would provide a vital expansion of existing federal stu- 
dent financial aid programs. 

The proposals before you today encourage a principle which has 
been lost in our current federal system of support for higher educa- 
tion—that principle is saving for your children's education. 

The cost of a postsecondary education is skyrocketing. Conse- 
quently, the opportunity to pursue education beyond high school is 
moving out of reach for many of our Nation's youth. At a time 
when the importance of improved technological training to keep 
America comjietitive is in the forefront of the pubUc consciousness, 
it is imperative that opportunities for postsecondary education 
expand, not diminish. . ^ 



For ttie seventh straight year, Mr. Chairman and members of the 
Umumttee, tution has risen faster than inflation. The projected 
tuition for a private school in the year 2005 is now $88,778. In 1979, 
the average cost of attending four years at Middlebury CoUese (my 
awn alma mater) was $34,900. 1 won't teU you the cost whe?I wm 
there, except to say it was something on the order of $1,000 a year 
irl years— aad that's only tuition, room 
f"^ ^?^7::^ $67,807. That's an increase of ahnost 60 percent in 
l^^isn 10 ynars. Only the most affluent American families can 
afford such an investment without assis«:ance. While increased fed- 
®'t^^^j*™®°t* ^ increased funding for Pell Granta^and Guar- 
anteed Student Loans is part of the solution, new Initiatives which 
encourage savings must be enacted. 

Only a decade ago, grants made up 76 percent of a student aid 
fWClcage; loans comprised the other 26 percent. Now, 10 years Uter. 
loans make up two-thirds of the financial aid packj«e for a stu- 
dent. We are coming perilously close to a time when only the 
wealthy will be able to attend college at the institution of their 
choice. 

^ 1^'. Congress established the Guaranteed Student Loan Pro- 
P™™- V*". was designed as a Joan of convenience for middle 
rncoine famUiM. Smce its incepti .a over 20 years ago, the Guaran- 
teed. Student Ixjan has replaced the PeU Grant as the principal 
form of aid for lower income students. Today's GSL borrower often 
.las an income equal to the recipients of maximum Pell Grant as- 
sistance. "Hie consequences of these changes in GSL eligibility exe 
evidenc^lw tiic current default crisis in the program.- 

Over ^5 billion has been loaned to students through the Guar- 
anteed Student Loan Program. The projected annual borrowing 
rate u $9 biUion. In the past seven years alone student indebted- 
ness has increased by 60 percent. That means that dose to 50 per- 
cent of all graduates berin job hunting already $7,000^ in debt. That 
estimate iiunpe to $9,000 for graduates of private institutions. Cer- 
tainly, college n-aduates enter the work force at a distinct advan- 
tage in terans of future earning power. We jaust be careful, howev- 
er, not to limit career dioices by forcing students to consider only 
those posrtions which offer the highest salaries. 

The proposals before you today, Mr. Chairman and members of 
the Committee, are all relatively simple to understand and to 
enact. For example, S. 1817, the Education Savings Bond Act, 
would permit taxpayers to transfer U.S. savings bonds to an msti- 
tution of higher education or vocational school as payment for tui- 
tion and schcol costs. If the bond is used in this fashion the interest 
on the bond would be excluded from the taxpayer's gross income, 
bhould an individual deade not to use their bond for higher educa- 
tion purposes, there would be no loss of money. Instead, the individ- 
ualforfeits only the tax exemption that is provided with this bill. 

ihe mterest deduction is appropriately fashioned to provide the 
most benefit to fimilies which need the most assistance. Starting 
at an adjusted grosP income of $75,000, only 67 percent of the inter- 
est earned is excludable. At $125,000, the excludable interest drops 
to 34 percent and finally at $150,000 of income, the tax benefit is 
lost. 1 might add that the bill provides for these brackets to be in- 
dexed according to the Consumer Price Index each year. 
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There are several other strong points relevant to several of thes^ 
bills v^hich I feel are worth noting. First and foremost is the sim- 
plicity which I highlighted earlier. No complicated ''needs test" 
would required. Anyone can purchase a savings bond either in- 
dividually or, in many instances, through automatic jpayroll deduc- 
tions. Currently, over 46,000 companies offer savings conds through 
pajrroll deduction plans, with about 6.5 million employees currenuy 
taking advantage of the program. 

This leads me t ; a second point* encouraging the purchase of 
U.S. Savings Bonos. In fiscal year 1987, $10.8 biUicni worth of sav- 
ings bonds were sold to an estimated 9 million American families. 
Increasing the number of savings bonds sold each year has added 
benefits for the Federal Treasury which we all can support. Reduc- 
ing tax revenues through enactment of savings bona legislation 
must certainly be an important consideration ?or the Conunittee. 
However, these cost factors should be weighed a^unst benefits 
which include a better educated work force and reduced indebted- 
ness. 

This proposal also encourages saving for the future. I grew up in 
an era m which saving for the future was emphasized, whether for 
a house or a college education. In the mind of this Senator, that is 
a value which our federal financial aid programs should promote, 
not discourage. To burden the next generation with inordinate debt 
is shortsighted and potentially devastating to our economic future. 

Finally, a federally enacted tuition savings plan has the added 
benefit of portabihty. A federal commitment to su h a plan will 
assure a student the right to attend an instituticm of choice, re- 
gardless of location. Many State savings plans which have been en- 
acted or are under consideration limit student options. A student 
from Massachusetts who wishes to attend one of Vermont's fine in- 
stitutions should have that opportunity, and vice versa. 

A recent study found that three out (tf four parents who wanted 
their children to attend a private institution said they expected 
them to attend a public university because they ''didn't believe 
they would be able to afford" the private. Historically, our federal 
student aid programs have guaranteed both access and choice in 
higher education. They are principles which we must strive to pre- 
serve if we wa^it our mstitutions to retain thdr international pre- 
eminence 

I would like to leave you with these thoughts: 

A recent survey found that 74 percent of the general public fa- 
vored federal tax incentives for those who save for collie. In Ver- 
mont, the Higher I^ucation Council passed a resolution endorsing 
a savings bond proposal enacted at the federal level. Clearly, there 
is national support for tuition savings legislation. I am hopeful, Mr. 
Chairman, that you end your co^nmittee will act swiftly to bring a 
bill before the full Senate for their consideration. Todays hearing 
marks an important step toward this goal, and I very much appre- 
ciate the opportunity to appear before you. I thank you for it, and 
want to express my appreciation to the Chairman of our full com- 
nuttee» Senator Kennedy, for allowing me to be the lead witness. 

The Chairman. Thank you very much, Senator Stafford. We will 
withhold questions until we have heard from both of you. 

[Senator StafiTord's prepared statraient appears in the appendix.] 



ERIC H 



The Chaikbcan. We are very pleased to have the distinguished 
Lhamnan of the Labor and Human Refources Committee here. He 
has been m the forefront cf this fight to try to help in education 
programs. 

I am delighted to have your testimony. 

STATEMENT OF HON. EDWARD M. KENNEDY, A U.S. SENATOR 
FROM THE STATE OF MASSACHUSETTS 

Senator Kennedy. Thank you very much, Mr. Chairman. I par- 
ticularly appreciate the chance tc testify. 

I welccuie the support of S. 1817 of yourself, Senator Moynihan, 
senator Pell, who is the current Chairman of our Education Sub- 
amumttee. Senator Stafford, who is the former Chairman of the 
Education Subcommittee and who has presented his views today. 
Senator Hatch, and 28 other Senators. 

This program will be good news for many pai^nts who hope one 
day to give their children a college education. Rising coll^ costs 
have thr*»atened to put a college education out of reach for many 
families 

And 1 refer, Mr. Chairman, to that chart that is up there. 

ESTIMATED SAVINGS REQUIRED TO MEET COLLEGE TUITIOH COSTS FOR STUDENTS ENTERING 

COLLEGE IN 2005 

[tfi cuniflt dolm] 



, ^ ^ ToW twtxn » for Total tuition « far r.^ . 
Typi of institution studMits mtwini n studnts wMm n ^^^^ ' ^ ^stmM fflonMy 
I9J7 2005 siwnis nqund sivMp raqurid 

SlSi-IS ^I'Jl"^ ^.040 S118 110 

255^^ 5,94. 16,969 499 42 

Pn«te4ifMf 31J05 88.778 2.611 220 

Setec.,tpnwt8C0lhnes .... 49.259 140.600 4!l35 345 

'PiMdboounMvilutofiquildopositsom 17 yiin 

If we look over at the column on the left, you '^vill see the cost of 
a public two-year college m 1987-this is just the tuition of stu- 
dents. The chart also shows the costs at public four-year, the pri- 
vate four-year, and selective private colleges. These are based upon 
tigures that now are available in the Department of Education and 
aregenerally accepted throughout the education community. 

This extraordinary explosion of costs will be an extraordinary 
burden for any parent. 

The next column mdicates what would actually be necessary to 
save over the next 18 years in order to pay for such an education. 
And in the third column over, the chart indicates what would be 
nec^rv to save per month to be able to afford the education. 

I thmk this chart gives some idea of the extraordinary magni- 
^^^^ problen and the burden that is going to affect millions 
of families in thie country to educate those children who are bom 
thit year. 

We have a stjx)ng and long-lasting commitment to our student 
aid programs to provide assistance to those least able to afford it. 
Indeed, the most iirportant federal student aid program, the Pell 
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Grants, is named for our colleague from Rhode Island. But the Fed- 
eral Government has done little for the families who are just above 
the eligibility line for financial aid programs. 

In the past, we have used the Tax Code to help families save for 
retirement, pay their medical bills, and buy their homes. Our pro- 
posal will create a simple tax incentive to save for higher educa- 
tion with the purchase of U.S. Savings Bonds. 

The idea is simple. A family buys a savings bond and uses it to 
pay for higher education. The interest on the bond will be perma- 
nently tax-free. To ensure that those who most need help will bene- 
fit, the tax exemption will be reduced beginning at an income of 
$76,090, and it will be completely phased out at $160,000. 

Tlie plan has several ndvanta^ over other proposals designed to 
help parents save for coil^. ^^''irst of all, and most importantly in 
these uncertain times, savmgs bonds are safe investments, backed 
by the full faith and credit of the United States Grovemment. 

Second, by using a savings instrument which is already widely 
available, no new bureaucracies are created. Families will have 
eag^ access to the program of savings bonds, thro ugh banks, the 
mail, or even payroll deduction. Ind^, about three-fourths of all 
savings bonds at the present time are bought through payroll de- 
duction by corporations aeiX)Sf thecountxy. 

Third, if a child does not attend college, the bonds can be used 
for any other expense. All that is lost is the tax advantage. 

Fourth, a child can use the bonds at any institution of higher 
education. They will not be restricted to a single State or college as 
with some ciurent plans. 

Fifth, the people who purchase savings bonds are primarily low- 
middle income individums, especially minorities, and young fami- 
lies with children. In fact, savings bonds are savings vehicles of 
choice for those just outside the eligibility range of the Federal Stu- 
dent Aid Program. I would like to calx the attention of the commit- 
tee for a moment, if I could, to the second chart. Th'js tells us who 
buys savings bonds. 

DEMOGRAPHIC PROFILE OF SAVINGS BONDS OWNERS 



Qwidinstic 


U.S. SMnfs 
bonds 


Sivings II 


utual funds 


Stocks 


Age: Under 49 years old or less 


46 


27 


13 


30 


ChMdrBn under 18 m hc^nehold 


2C 


14 


6 


14 


Household income under S20,000 


28 


25 


6 


11 




15 


8 


3 


6 




1^ 


7 


1 


5 


Educitioi:. No coNese 


34 


30 


6 


12 



Sourci: Trmvy Du m tHiint 1983 surety 

Qnrt ihmn. for txmpli, tint 26 pmatH o? swmgs bond OMfmrs hiw dnidren under! 8 Imng il home compand to just 14 piroent of time 
0MM| sndd 



Look carefully at the furthest column on the left; that really is 
the kev column. You will Hnd that younger families, families that 
have children in the household under 18, and families with house- 
hold incomes under $20,000 prefer savings bonds moreover, minori- 
ties that are going to face the greatest challenge in terms of 
education also like savings bonds very much. And for people with no 
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»U€«e education there again, savings bonds are the preferred way to 
So, if you are looking for a device that is simple, safe creates no 
S^'^^h"^:^' ?,r^y transportable, that^ 4u tet^^JSiSS 
fffti^** ^5P" children, and lower middle income SieJ S 
w. I beheve, the vehicle for doing so. inis 

Mnn ® '^'^ Committee estimates that this proposal will cost 
S % five years aftei enactment, w acfikSicSM 

t« *° be widelv used and wiU provide a KignifiS^ce? 
JfflM^'r fi^Uon, the cost of the *rop<S\Sl 

o™et by lower federal borrowing costs. 

Thwis important Mr. Chairman. According to the Treasurv the 
SSfS^r*!?"^ ^ '^o" eveiy bSn dolLiraS S'sav^ 
mgs bonds. So, if our proposal results in the sale uf $5 SlHoHf 
savings bonds a year, tte plan will be self-fmandng. T tWil th^t 2 
really a umque aspect of this program. 

fhJ^^iSJ^*5i^®^= self.financing, if it is widely used, reaching 

transportable, safe. Soms ^no3 
d^ute the idea that tax mcentives encourage savings; in8tead,Tey 
argue the incentive only encouraaes taxpjyere to shiftl^ one 
form of savmgs to another. But 0.8. Sa^ Bonds are SreSt 
faZliS^wL"*"^ mstruments; there is anT^xceuSt dhaSSX 
families who are not saving now wUl do so using the safe conven- 

toi^'*S„^fi!S^.r°*'T'*^"^^ ilSnti^ for' 2S 

edSStiSn. ' ^""^ * P"°"*y *o saving for 

Our biU has been endorsed by a laige number of higher educa- 

inis IS me tirst time that this organization has endorsed nnv on] 
le^ sawngs plan, and I am pleasS that they X Art ttSTbS"^ 
lette« ofSl::^ I "^fu^ ^® Pennission to include several of the 

Tn «.r; P««ram as part of my statement. 

in sum, our bill makes economic sense, educational sense and 
SSc'S^w'?*'°°-^ nation's 'best hope for^^inSd 
S^^^- ^ progress. The idea of using savings 

5^?h f.S r®**"*^Ii°°?^ broad support. I look forwani to woK 
with the Committee to make it a reality in 1988. wuriong 

'ge Chakman. Thank you. Senator Kennedy. 

JS^^!ZJ^^T^^^ prepared statement and the letters on sup- 
port appear m the appendix.] *^ 

nnUiLrJ^^™^- "® *° coUeaguee that we have quite a 
Sm JJri^^' ^"^t y^'y ^ distinguished witness^ that 
3oL f «u ST' «'?t"bution, and we would like to move this 

sStor'^dlS'iuSiJ;,^.^ " """"'""^^ '"^^ - -<=h 

198fi T«,^Rfn ?J[ ^-f °^ question. When we passed the 

« » S*^^' 1*^®^ was to try to standardize the Cocfeas much 
~JIt»T^*i^*^ ^ e« of the shelters as wea>uldrM a 
reward for doing that, we brought down the tax rates. 

the CcieVh«f inceiitive directly aimed at education in 

toe Code. It has been attempted a number of times but never suc- 

ty^nrW °o*!!f ^^""^ of *e lowest savings rates in 

the world, and our main competition is doing a much better jS of 
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saving, particularly some of the As?an countries; their capital costs 
are lower as a result of that. 

How do we balance these competing demands? How do we argue 
that this imrticular program is more meritorious and deserving of 
tax incentives? Would either one of you comment on that? 

Senator Kennedy. Well, Mr. Chairman, three things. 

First of all, I think education as an investment in the future of 
the country has a special priority. That is, it is not a partisan con- 
cept, but it has a special priority. If we are not going to have an 
educated public, we are not gDing to be able to compete or main- 
tain our institutions and so it is unique in terms of American prior- 
ities. ^ ^ . 

Second, I think we can predict that we are going to be facmg a 
unique and potentially dangerous situation. At the rate college 
costs are increasing, families will not be able to afford college edu- 
cations for their children. I think that is a compelling reason to 
look at new ways to provide incentives for saving. 

But finally, and I think this is the most important— perhaps the 
first would be my most important reason, but this perhaps might 
be the most important for the Finance Committee— and that is to 
get this kind of an impact in terms of education, you would have to 
have $2 billion in direct expenditures. And although the point of 
tax reform was simplification and fairness and didn't have a reve- 
nue compwient to it, if you are looking at the general economi'. 
challenges that we are going to be facing currently and in the 
future, those revenues or expendituros must be examined. 

Our proposal is effectively self fmancing, and you would have to 
spend about $2 billion in expenditures to have the same impact 
though a direct spending program. 

So I think it is really quite unique. I don't think there is prob- 
ably another proposal that is so basic and imperative in terms of 
the future of the country, and also is self-financing, as the one that 
wepropose. 

Tlie CHAiBiiAN. Thank you. Senator. 

Senator Stafford. 

Senator Stafford. Mr. Chairman, I would like to associate with 
what Senator Kennedy has said. In looking at the overall picture of 
higher education, we are straining the two main ways we now help 
students go, the Guaranteed Student Loans and the Pell Grants. 
T^ey are not going to be adequate to allow students to go to the 
college of their choice in the future, and we are leaving students 
coming out of college— as I pointed out in my opening remarks— 
about $7,000 in debt now, which in many cases limits their career 
opportunities at first, because they have got to pay that money off. 
And as Senator Kennedy has said, this is a self-liquidating new 
way of increasing savings in this country at a minifual cost. And 
cdso Senator Kennedy pointed out, education is the future of this 
nation. College-ed*j::at8d people are going to have more successful 
careers both financially and in terms of their personal satisfaction 
with what they do. So I think for minimal cost, it accomplishes a 
great deal of benefit for the American public and for the genera- 
tions coming on after us. 

The CHAmMAN. Thank you. 
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Senator Grassley, I wiU call on you in a minute, after the other 
Committee members question Senator Stafford and Sor KeSS 
dy. The amvaJ whedule is Senator Moynihan/ Senator Kle, &n- 
W^rth ' ^"^^^ ^"^'^^ Rockefeller 'if &kator 

Senator Moynihan. 

Iffi vJJ° w{^™''q^*«?J5^'^^*1^'^ *ir"°»' Chairman. 

1 nan* you, Senators Stafford and Kennedy, for a powerful idea 
To get the record dear on this. Senator KemSdy d^riS the 
posai as self-financing, and he made the point tLt for Sch bllC 
^2i7f -^^^^^ IVeasu^ri^-: 

Senator Kennedy. Sixty million 

ivSi^Sl *!°™??t^- ^ ^""^^ assume is because Savings 

£^ «Mo?\K '^^*'y lower rate than do Treasuiy Bonds g^3 
1' ™°"®y liave to be borrowed in any n^ term 

Sill K^^i?^ hoTTomng because of a^eSSati^ 

so It wiU be getting money from what are called T-Bonds orrome 
savings bonds And the latter costs it less and, in ronSSuenc- Se 
mwhanism takes effect. Is that the case? Could yo^ffiS S^cUv^ 
Senator Kknnkdy. It is well stated. Senator, f&r the re^JS S 
you have puthned. We have consulted the Joint Tax C^mittee 
and we will be glad to make aU of that infomation" of Si 
rerord and available to the staff, obviously a pan oi the 

& i£sr"sl°.'^' ' ^^'^ ^^^p- 

The Ci^iiacAN. We woiild be happy to have it in the record, 
rihe infonnation appears in the appendix.) 

the^"JjjJld^"safc°" •^"^ ^''P^^^^ -d why 

fhS'^?'" STAFFORD. Mr. Chairman, if I could comment briefly 
hin7«^nj?°"f u**^"""*?*® J? encouraging our own people to buy 
bonds and not having to seU that many l5>nds overseiTsomewhere 
along with the educational benefits. overseas scmewnere. 

Senator Moynihaji . Thank you, Mr. Chairman. 

The Chairbcan. Thank you. 

Senator Riegle? 

Senator Ribgle. Thank you, Mr. Chairman. I think this proposal 
TZJu*^, important one, and I apprecUte the care SSTSe 
thought tiwt w shown today in is presentation here. 

1 would hke just to rawe three points qb'ckly: 

i to join with you, Mr. Chairman, to say th«t, Senator 

Stafford, who we don't often have a chance to see tefore tlS com- 

SS^eSttere^i^iS'V^i reaUy'teen 2i%^S 

nary leaaer here m the Senate and m our country on education 

f °U^t environment. The thought of iS leSvi^S 

fh^SJs ir^ShiJf"*.v?t '^'^y 'i^ contributed al mSfh o^r 
12^!? ^y*^y t^** served m this time in the Senate, 
oecond, on the issue of the debts that students carry awav after 
the students find that they iK to S oTto 

f^f^ X ^pfw'ol' because the four years takes piple up to a ce? 

tern skill level, but then to get an applied skiU Wyon^ that 

the ^16,000 to 130,000 range that students are taking away, par- 
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ticularly those who go on and earn a Masters Degree in a field, are 
very coniiion today. 

Senator Kennedy, let me ask vou specifically: As you know, in 
Michigan we have what we call the Trust Program for Higher Edu- 
cation, and that deals solely with tuition m terms of colleges 
within the State. But do you see any incompatability between your 
bond program here f'^r educational savings and the kind of trust 
program that we are establishing in Michigan? 

Senator Kbnnkdy. No, I don't. I think it is an imaginative pro- 
gram. I think that Governor Blanchard deserves a ffood deal of 
credit for moving on that issue and in providing leadership. You 
know, it has been debated and discussed heavily in that State and 
is ver^ pcmular there. 

Basically, as I understand it^aud I know you are going to hear 
from the Governor later^it is for those individuals and families 
that have some resources today and are able to invest them and 
get assurance that their children will be able to be educated in a 
Michigan institution. 

I think that that is consistent with our savings bond proposal. 
You have some families who have some resources today to mvest in 
a prepaid tuition plan like Michigan's. The ones we are basically 
targeting out are those who have just a few dollars a month to 
save. And I don't think it is inconsistent at all; I think it is an ex- 
citing program'. I will look forward to hearing more as a result of 
the Governor's statement here before the Finance Committee. But 
conceptually, I think it is complementary. 

Senator Riigle. Well, I appreciate that comment. The Michi^^an 
program deals with the issue of tuition, so there is a way over time 
to accumulate the prepayment of that tuition when the child 
reaches college age. 

It seems to me that in parallel, if we were to establish this feder- 
al savings bond program for education, that would be a parallel 
track in which people cotdd put money away for the room and 
board costs and the other costs associated with going to college. So 
in a sense, they cotdd really, through the use of both programs, 
side by side, accomplish the goal of financing that education over 
the years and have it ready to go when the chUd reaches college 
age. So I think they fit together very ^'ell. 

I thank you very much for your testimony. 

Senator Kbnnedt. Thank you. 

Senator Stafford. Mr. Chairman, might I thank Senator Riegle 
for his kind remarks earliei? And, Mr. Chainisan, I would ask 
unanimous consent that a statement by Senator liateh be made a 
part of the record. 

The Chairman. Without objection that will be done. 

Thank you. 

[Senator Hateh's prepared statement appears in the appendix.] 
The Chairman. iSenator Packwood? 

OPENING STATEBIENT OF HON. BOB PACKWOOD, 
A VA. SENATOR FROM THE STATE OF OREGON 

Senator Packwood. Whenever we get into using the Tax Code, 
we get into two issues: One is, does it make it more complex? Two, 
should we be using the Code? 

What vou are proposing does not make it complex at all. You are 
saying that basicEdly this interest is going to be counted like a mu- 

icipai bond— it won't be counted as income if you use it for the 
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purpose Uiat u intended. That adds nothing to the complexity of 
taxes. It IS not unlike what Senator Ribicrff is going to testify on 
soon, on Employe^ Provided Educational Assistance. At tb • 
moment the employer provides it and pays for it, and it is not 
counted as mcome. If you want to make it complex, count it as 
moome and make the etjiployer withhold income and Social Securi- 
ty Taxes on it 

I think tht-t you have come up with a good idea. I frankly prefer 
It to a tax deduction where start down that road again of every 
two years deading on a new deduction— for a worthy purpose, no 
question about that. 
» But yours has the added element of not e Iding complexity to it. 

and I think there is great merit in that. 
Senator Kennedy. Thank you. 

Senator Stafford. Thank you. Senator Packwood. We appreciate 
The Chairman. Senator Daschle. 

OPENING STATEBIENT OF HON. TOM DASCHLE, 
A UJS. SENATOR FROM THE STATE OF SOUTH DAKOTA 

Senator Daschle. Thank you, Mr. Chairman 
Q^iJITS enthusiasticaUy the comments made by 

Senator Packwood. I like it for simplicity. I aLo like it for the 
tiS^J^L"^?^.'^^. beneficiaries to d I twS iT^ LZ^t 
that WB tiy to target if we are going to target any kind ofa tex- 

thfmSt ' ^ ^ "'^'^^^ ^ 

The third thing is cost and that appeals I think to evervone 
here^I think weought to be considerini cost^lefeSSd bud^te7Sd 

dSlS K^LmS^^^^"*^ ^""^^^i ^ important to note thaTS 
dollar borrowed this year is going to cost us $13.25 in a 30-vear 
time period And I think it is important that we realize that 
doU^ we borrow costs $13.25 in 30 years to the United StetwS 

f^^*?" ^°'* deferred in education, it is going to 

SSrSnl ^ ^ generation alone^by 

deferring these costs, we are not getting away with anvthine- we 

ernment. And I thmk your bill recognizes that 

Related to coste, I would be interested in knowinir whether as 
you^ked any one of the authorities that you S^f^uT to^aSd 
oth^hm^'JT "^^^ to costs compared to the 

Stol^fp the least expeMive of the 

proposals before us today, or how does it fair in that Sard? 

raS^^^ItS''^^- ^^^^ a Chart; that we couldXiii. It is a 
rather detailed one, but I would rather aubmit it and let them 
make their case; I think it is quite convincing, quite franklv ^ 
cl^fhSe' !?H?of ""^'^r P^^u them lirb^riKd of 
aJ3,L'trySi!^^,^vf on^ft °" '"^^ ^ 

wiii^ analysis for the staff, so that you 

wiU be able to be the judge on it if I could. ^ 
^^Sraator Daschle. We could make that part of the record. Mr. 

SThe Chairbcan. Yes, of course, 
le chart appears in the appendix.] 
e Chairman. Senator Rockefeller? 
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OPENING STATEMENT OP HON. JOHN D. ROCKEFELLER IV, 
A VS. SENATOR FROM THE STATE OF WEST VIRGINIA 

Senator Rockefeller. First of all I want to agree with what Don 
Riegle said about S2nator Stafford. There are only a certain 
number of giants in the Senate at any given time, and Senator 
Stafford, your decision not to run again deprives us of one of those 
giants. I r^ret that very much. Your contributions are extraordi- 
nary. I hzve said that privately and publicly and will continue to. 

To both of you gentlemen, perhaps a philosophical question U. put 
you on the record in that manner: The problem of indebted- 
ness. These days kids get out of college, they owe $10-20-30,000. I 
have an intern in my ofBce right now who owes $20,000 in college 
loans. 

It is said we don't save enough, and that's not the American 
habit. That is true, but it is also sometimes impossible for families 
to save. It is not a question of deficiency in character, it is a ques- 
tion of simply not having enough money. 

So, in your proposal, one, I would assume that lessening the 
burden of debt on college students are graduates themselves is ob- 
viously one of your purposes. Second, it occurs to me that the more 
young people are in debt or presume themselves to be going into 
debt as they consider college, dosen't it also have an effect on the 
kinds of careers they prepare for in life? For example, isu v it less 
likely that somebody would want to be a teacher or a social worker 
or go into public service if they are at the same time faced with 
enormous debt? Isn't there a relationship somewhere between what 
people choose to do in life and the debts that they have to pay 
under our present system? 

Senator Stafford. I think that is true. When a student comes 
out of college owing a large sum of money, he or she feels con- 
strained to take the best-pajring job without regard to what satis- 
faction may be derived from it. So you have made a very valid 
point. 

Senator Kennedy. I would just add one: You will see that in 
terms of medical education, for example. The overwhelming mjgori- 
ty of young students who go to medical school by and large want to 
be in primary health care. And that is one of the prime needs that 
we have in our society. But by the time they get on through to 
their senior years, they are into specialties, because they have not 
only their college indebtedness but they have their medical school 
indebtedness, and medical specialities is where the reed money is. 
^d until you eventually are going to come on back and make 
some a^ustment in terms of reimbursement for various kinds of 
services, you are going to continue to skew that. And no matter 
what we try to do, for example in the Health Committee, to tiy to 
provide farther incentives to move into primary health care, it is 
very, very difficult, whether you are talking about getting doctors 
in rural areas or anywhere else. 

The interesting point in medical education is that the taxpayers 
are paying 63 percent of it. So you get the taxpayers ending up get- 
ting the snort end of it both ways— the stu^^nl gets the snort end 
of it or is burdened with it, and the taxpayers, coming from middle 
income families or working class familie they are the ones that 
need medical semces. But in terms of t le specicdizatlon, they are 
^nding it increasingly difScult to get it. 

FRir So, to your point, I just gave one example; but it is replicated 

££v>^ m^ in and time dut in tenpaof areas of need. 
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Senator RocKEpmjjtB. Thank you, Mr. Chairman. 
The Chaisman. Thank you. 

Senaior Graasley, you may join in the question and answer 
period at any point, and then we wiU let you give your full testimo- 
ny as soon as we finish this round of questionrng »u"t«8Hmo- 

Senator Danforth. 

*^^^L^J^™*^ OP HON. JOHN C. DANFORTH, 
^ A SENATOR FROM THE STATE OF MISSOURI 
Senator Dantorth. Mr. Chairman, I appr»>ciate your holdimr this 
attention to the relatiSnsWp bSeS 
whtS^SST^^iSS^^^' ' commenJ the three Senator 
»iSS*T°J"»,£l^°^^' \ ^*y® cosponsored Senator Dole's bill, 1662, 

to ZTtSt i'^lll^'' °° I ''*»^'* ^ happy 

Senator Kennedy. Well, we welcome you 

Senator Danporth. I think that this is reaUy a timely thinir to 
focus on. It IS clear to me that one of the trageA^ ofSe 1986 Tm 
yTJ^ • ^ ^ *° education, in a nu^r of diflferent warn 
X-f^l^'^*'^?^**^ everything you can do to burden education in 
foS'tSeSa ttS' °" ^ °° d«»uctibl..i 

• J ^J?*^'" pfassley has a bill to restore the deductibiUtv of 
f^h^L°J^ student loans. But after the 1986 Tax 8111?!? m bmr a 
yacht and, say, make mterest payments on your yacht, those inter- 
Mt payments are deductible, ifyou work yoir way througHouS 

tJ, S^/^'fi^o '^^X " f*"" the first time decided to 

w Pell Grants, but we did. The institutional^^ 

^n^^h^i^'^^J'^ research universities in ttSs 

nrS^^l' . ' Chairman, we should consider aU of these 
proposals. I am not sure which of the several of them do the bSt 

if^^SiV'^T "^ht consider the S<SfbSS 

hi&iS?^^ for teachers' salaries as a non-intrusive wayfor us to 

wel^^^nLt!"^^^ ^ ""^'"^^ " ^ thiik mlfyte 

for'hSir he^S'^ appreciation to you, Mr. Chairman, 

The Chairman. Thank you very much. 

Senator Chafee, would you like equal time? 

A Sl^^^^^T^ HON. JOHN H. CHAFEE, 
A U.S. SENATOR FROM THE STATE OF RHODE ISLAND 

Senator Chaitk. Yes, Mr. Chairman. 

I feel It IS unfortunate to get the financing of yachts into this sit-" 
uation mvolving education, ^ughter.] ^"^ 
I am for both. And I am a cosponsor of S. 1718. 1 want to ioin in 

hSirc^*P^'^^"°°> y°"' Mr. Chairman, fL SSi S^ 
heamngs. This 18 a very important matter. 

We have got this problem with these youngsters goimr to collece 
quahfied to go, and emerging with the^ tr^endoS Tebte Ev^ 
stotastic shows that the cost of a collie educat^oH a^lerS 
fester than incomes m our country. & the problem isn't gettini 
E RXC " as we go along. * ^ 
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So I am not familiar with all of the other proposals, and I notice 
from Mr. Chapoton's testimony that the Administration has a pro- 
posal itself which I am anxious to look at. I think the difference 
probably is the phasing out of the nondeductibility as one goes into 
aifferent tax brackets. And that of course gets more complex. But 
nonetheless we ought to look at it. But I am glad we are looking at 
this. 

Also, I want to join n the tribute to Senator Stafford. He has 
been behind more educational measures in his years here than I 
guess any other individual, as well, of course, as having a very, 
very prominent activity and name in the whole environmental 
field, as vou yourself know so well having served in that committee 
with such distinction for so many years. 

So, Mr. Chairman, this is a good hearing. Again, let us just put 
any consideration of not yachts but boats that we are talking 
about, humble boats for those individuals who just don't want to 
^^utter up Uie landscape with a home. [Laughter.] 

So, thcmk you again, Mr. Chairman. 

The Chairman. Senator Durenberger? 

OPENING STATEMENT OF HON. DAVE DURENBERGER, 
A U.S. SENATOR FROM THE STATE OF MINNESOTA 

Senator Durenberger. Mr. Chairman, thank you. 
I am going to associate myself with everything I have heard here 
today. 

Right now I have four members of mv family in college. Fortu- 
nately, it is only three of the four boys; but Penny is back working 
on her masters degree, and that is about a $9,000 a year bill. 

I had to sit at breakfast last Saturday trsdng to explain to the 
one son who used eood sense and decided not to go into college 
when he got out of high school but to go into the Marines instead, 
why I wasn't going to cough up the same amount of monev for his 
education that I provided for the other kids. Unfortunately, I was 
left with nothing but the parable of the prodigal son to say that not 
everybody gets treated the same. 

We must all face this. We all become experts, on this subject of 
education, particularly higher education. I think we reach out for 
as many solvtions to tne problem as we can. 

Jack Danforth was absolutely correct in his signal vote against 
the Tax Bill last year. It was a signal to all of us that how we tax 
income in this country has a lot to do with how we feel about 
whei*e that income goes and how much of it is committed to educa- 
tion. And, I certainly associate myself with his comments on taxing 
the non-tuition component of scholarships and fellowships. 

The Section 127 Employer Deduction needs to be restored. 

But I think in the area of inequities, Mr. Chairman, in the long 
term one of the things that this committee is going to have to be 
aware of is what I can do as a parent on a limited income. I can 
borrow against my savings account, which is my home. And my 
home, because it is situated in the Washington, D.C. area, is the 
constant beneficiary of inflation. In one way or another that home 
equity, mv savings account, has educated my children. 

A lot of people can't do that. In parts of vour State and parts of 
my State, where you can't sell a home, wKat is the home equity 
worth? 

So we continue to finance the yachts, and we continue to finance 
O lie second home, and we^.conti^ue to finance inflation through the 
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mortgage interest deduction and the tax deduction. We huUd up op- 
fSST^^A ^ some parte of the country, while dt 

fUtion and the other problems assodated with home equity denies 
other parents the same opportunities for their children 
othef [rfS^r R„J Sf* ^^"^ i» the savings bond idea and these 
Avfl l S^f U * only so far we can go with the Tax Code. 

And I don t know that we can be for yachte and for education. 
aJiMiT® deal with the issue of what effect the tax subsidy has 
across the countiy, so that it is helping evervone equally, I doi?t 
know that we have really done the job that we ought to do 

bo 1 just add that to the treasury of pearls of wisdom that the 
S^h^h^^"^ ^ «»°Pli^ent youTc2l 

The Chaihman. Thank you very much. 
Thank you. Senator. 

T« * ''^'^ question about whether we should use the 
i^S? mcentive to accomplish something that we think is 

important to our society. 

JJ!^ fe}"c*fnt to do that normally, and as Chairmaii of the Com- 
S^^Jt r * I certainly went on this one, 

betause I know of no higher priority for the country than the edu- 

S?Zin ^ terribly important, and I 

iw^r OP ^ iS^*^ f " "^^^ incentive. It ik not a 

shelter as we think of shelters. 

\^ an extra dividend here since our savings rate 

Se inJLTSf^ *°*°*^!f ^'""tries. It is terribly imporS that 
Tiln^ *^ savings to be competitive-whether we we talking 
dJ?? fv,!^'*"f ^1 ? °" chad'-.en and the education of ouTcwf 
dren or the capital to fund the investmente that are necessarr to 
mcreMe the standard of living for our people necessary lo 

So, I congratulate you. 

clfc^enTSi- rSoT"'- ^ *° - 

he^ oSr^SeJ^tSdly'" '^^^'^ *° ^ 
Senator Kennedy. Thank you, Mr. Chairman, 
^nator a-APPORD. Thank you, Mr. Chairman, 
^nator Simon's prepared statement appears in the appendix.] 
The Chairman. Senator Grassley. -FH^imiA.j 

STATEMENT OP HON. CHARLES GRASSLEY, A U S. SENATOR 
FROM THE STATE OP IOWA 

hpSlf^^^'it^^''- Chairman, I thank you for holding these 
hearinp. the focus of my testimony, I will help you answer vour 

I am here today appealing to this comm ttee to correct a verv se- 
r^JflT"" ^ "^'^^ the 1986 Tax Reform Act S 

a member of this committee at that time, I helped make that erroT 
Maybe we did not realize it wasn't the ri^ht thhjto do 
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In the 1986 ''Reform Act/' Congress phased out the income tax 
deduction for personal interest. Tms action will further erode the 
ability of students to repay their student loans. It also changes the 
rules in the middle of the game. Recent college groduateb took out 
those loam* thinking that they could deduct the interest. 

This repeal will cdfTect .student loan defaults, which is a very seri- 
ous pn^lem. American taxpayers are going to have to pay more 
than 1.6 billion this year to cover defaulted student loans. 

Students tell me that they are afraid of jp^omg into debt in order 
to finance their college educations. Their tears will be heightened 
by their inability to deduct interest costs. 

Mr. Chairman, I think loans are a legitimate way for the Federal 
Government to provide financial assistance to college students. 

Those students who would benefit most from higher education, 
however, will be reluctant to go to school uniess they can acauire 
outright grants. We all know that such grants are not available to 
very many students. Many of the proposals presented to the Fi- 
nance Committee toda^' entail tax benefits fcr various savings 

{(lans \L}ed to finance higher education. I endorse this concept, and 
, like many of you, am a cosponsor of the bill that our colleague 
from Massachusetts just described as &. 1817. 
More than these proposals, however, Mr. Chairman, I urge the Fi- 
' nance Committee to first correct the mistakes of the previou Con- 
gress. My bill S. 628, would simply restore tax deductibility for stu- 
dents' intenst expenses on their student loans. 

Allowed costs would include tuition, fees, books, supplies and 
eauipment. It could also be applied to reasonable living expenses 
wnile away fit)m home for primary, secondary, college and gradu- 
ate level education. 

Only the Finance Committee, by approving legislation to put 
money back in the pockets of successful students, can directly pro- 
vide education incentives to America's youth. The most effective in- 
centive goes directly to the student, such as a tax deduction. 

Mr. Qiairman, by taking the action to repeal t*»x deductibility. 
Congress has actually imooi9ed a new tax on individuals seeking to 
better themselves through education. Congress has imposed a tax 
on human potential. 

Restoring the tax deduction for interest on ;jtudent loans would 
emphasize the value that we place on education. The deductibility 
on interest on student loans should be retained for several main 
reasons. 

First, the interest on loans secured by residences and subsequent- 
ly used for education is still deductible. This has the effect of penal- 
izing low-income taxpayers who do not own homes, but who do 
dream of educating their children or themselves. 

Second, by lumping education expenses with consumer expenses. 
Congress failed to distinguish educational investment from con- 
sumer credit. Under the 1986 Act. taxpayers will be more ei\joined 
to save for discretionary purchases rather than to buy items on 
credit Education loans, however, are not discretionarjr; th^ are a 
necessity. Only very privileged persons can finance higher educa- 
tion without relying heavily on student loans. 

Third aiid lastly, federal aid to higher education has been re- 
duced. As the amount of financial a:^istance for higher education 
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^ efPeciaUy important that Congress reduce students' 
costs for the assistance that a avaUable 

«..iT"^*^i5!fu"''t *° mention that legislation simUar to what I 
S.^SS?<j2f f®*" «it™»"ced in the other body, H.R. 595, by 
^flfoSw and ai,gre«8man Tauke, has the same pur- 

pore as S.628. the biU I just described to you. 
J^thank you and urge your immediate attention to correcting this 

cft^Wk^i!^^"^- pi^ley, thank you veiy much for your 

contnbutira tms morning. I appreciate your patient in waiting. 

Are there questions of Senator Grassley? 

FNo response.] 

The Chairman. If not, thank you veiy much. 
ingX^rad"*™^' ^ ''O"^*^ ^ to join in thank- 

^Kie CiMLnMAN. Thank you very much. 

(nfrrSr.S?*^®^^ P'^P?^ statement appears in the appendix.] 
rJSt,S^r^ i.'!?:'*^i^^®*° ow cainr the witnSTstan^ 
SrST of the State of Michigan, and 

tiw Honorable Abraham Ribicoff, if you would come up at the s^e 

in! that my cpUeague wants the pleasure of introduc- 

ingthe Governor, and f U keep that feUow Ribfcoff for myself. 
Senator Emolk. Thank you, Mr. Chairman. 

s£^nf \!Si}f "® T P'«^, I »™ that *ho Governor of the 
^vSh'iSSrSi.""' ^'"^'"^ 
He has, in his time as the Governor of Michigan, been a pioneer- 
ing foree with respect to how we face these iSSes of highef 

JtTAJ^!a^^^ ^^^"^ education, and how iSniliw and 
students afford higher education, i.e., how they actually accompSh 

hJH^J^Mi^J^^^'^ ^ educational trust program, that has 
been established by aw and u it is about to go intoeffect. We have 

Zf^ ^J!^. -'H to S^made at thefeS 

; J??^ understanding is that those are about to be made, 
and ihey will enable that program in Michigan to go forward. 

ftates around the countiy that are copying the 
^''^ developed in Michigan, but it reSy S^iSitSt^ 
foSif-SPTST'"' ^t^ one of the mit iSpiSt 

fj5^ Zff^ T.!^ throughout the couSiy to 

thf^J^, i**?? '^^ Governor Blanchard with us, and I 

ffa^d^inlSLSi.*^ ^^'•"""y *^ """^^^ to be veiy impSr! 

V^,^^^^- ^? ^ delighted to have you. Governor. 
cdff TclJrthtv'^^^'^^ now our former colleague Senator Ribi- 
k!^ ''^o has had a more distinguished 

h^L^ K- ^rV^" gentleman who has been Gov^or 
M State, a Cabmet Officer, a United States Senator, the sSikiiS 

to ^ contributedveSmSS 

ter^t S r ^ ^ shown a profound in" 
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I would say to you, Senator Hibicoff, the only thing that could 
have added to your presence this morning is S you had brought 
Casey. I am del^hted to have you. 

Senator RnucoFr. Thank you. 

The Chairbcan. Governor Blanchard, it you would proceed. I 
would defer to my colleagues, Abe, but they would go on all morn- 
ing talk^ about you, sir. 

STATEMENT OF HON. JAMES G. BLANCHARD, GOVERNOR OF THE 
STATE OF MICHIGAN 

Governor Blanchard. Thank you ^ery much, Mr. Chairman. Let 
me say it is a real honor to sit at the same table with Governor/ 
Senator/Secretary Ribicoff. 

I have admired you since I was a young man, and I am delighted 
to see that I am still a yoimg man and you are still going strong. 

I am impressed that we have had at least 12 Senators in and out 
of this room today to listen and talk about and think about college 
savings plans or, as in our case in Michigan, a unique tuition guar- 
antee program. 

We are all looking at ways to provide opportimity for our people, 
particularly our young people, and I think we are all looking for 
ways to try to help them cope with what has been a skyrocketing 
amount of indebtedness related to college loan programs. 

It has been estimated, that the average student indebtedness for 
those who go to public colleges and universities is about $7,000 
when they graduate. For the independents or privates it is about 
$12,000. 

To deal with that, we devised in Michigan a couple of years ago, 
the first of a kind, unique and innovative tuition guarantee pro- 

Sam, which I have summarized in the testimony. What I would 
ie to do, if I could, is to have my testimony put in the record. 
The Chairihan. It will be, in its entirety. Governor. 
Governor Blanchard. Then I will summarize and try to get to 
the point 

The (;;HAmMAN. We would be delip;hted. 

Governor BumcHARD. Basically, m Michigan, we offer parents oi 
grandparents, or churchcis, or whoever the purchaser is of a pre- 
paid tuition program, an opportunity to make either a lump sum 
payment or installment payments which are put into a trust which 
is managed by the State. When the child reaches college age, he or 
she is guaranteed four years of tuition free at anv one of our public 
colleges and universities. And we have a great education system, as 
I think you know. 

If they choose to ^o to an independent or private college or uni- 
versity, or a university in some other State, the investment is port- 
able. They don't get the full amount, obviously, because we can't 
control those tuitions; but they do get the average sum of what the 
tuition would cost at, for example, the University of Michigan or 
Michigan State University. 

We also allow for tax deductibilitv on the State income tax. 

Our pro-am has been in limbo pending receipt of an IRS 
Ruling, which is part of the law that I signed into action last year. 
And if nothing else, I think your hearing, Mr. Chairman, has 
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SftSSf^^Sf S-'^'f*- *° ^ bearing and the strong 

interest of Senator Riegle, our great, great Senior Senator from 
ASichigan, and also the cooperative spirit of the Treasuiy Depart- 
Sfoi.Twa^'* ?°''i??TSl^' yesterday afternoon, just 
fomSd IRS Has ruled that our program go 

tV,S?S iSf/fW fu"^^' «88entially-and all we needed was for 
wSiSf^ Lwt* Sjf P*y™®°t« to the trust by the purchaserdonor 

* ^^-M are going to rule that the income generated 
5L2L ^ ^ but not for the purchaser, and that 

^del^hted''' ^ MicKigan to go forward. 

fi»?^2!??J hearing I think has provided a nice incentive 

for that Ruling to be produced, and I know that Assistant Secre- 
tary Chapoton is here-we thank him for his help. 
Our plan would work very weU with the types of proposals you 

Hfri!?rL**^"* ■* 'normng. There isn't any reason why 
tn^y can t work in tandem. 

W nIl^?l*T*Pj***^l^**** MitcheU, a chart which shows 
^^i? ^""^ » Pla» since the Michigan 

S^J^ wf'^*'.'* considenng it. I think we have about eight 
«iT?%? ^^'^ of or college savSgs 

STon^ in white ^. ^ '^^^^'^^^ th«™- And my guess is 

I urge that this committee take action to adopt one of the propos- 
als, or a variation of those which you have in front of you. It wouM 

SSJldlfor tiS. 

lik^ to see the income ou the trust not taxable. That 
SSdifif,! P'^u attractive, and we think a financial 
aimlysis would show that is a wise investment 

mZZ^^^^'^fJ*^^ 9?^"^ Lybum look at the tax conse- 
ffi^kl^f ^'^i''? °^ tiie trust was taxable, and it was our esti- 
^^V^^"".?^^ analysis that if just 4 percent more students 

JSditui^ililhe tL'S^^ '^"'^ """"^^ 

ti&lis wSl^ * investment and that it is financially jus- 

I sho^d also say that we do not see the Michigan Tuition Guar- 
antee *^«C^ as competitive with other programs. The Pell 
'lirK^^^^toed Student Loan are absolutely essential. In 
Svp'^nJSS*"*^ variations of that, in which we 

have mcreased student financial assistance by 150 percent these 
last four years, and we have increased State aid to our colleges and 
universities by over 50 percent. ^ 

This plan deals with those who are able to set aside some money. 
T^t doesn t help evsiyone. And I think it is important to thank 

fiipH^Si.?"* ^""S «"PPO^ fo"* Wgher education and 

for student assistance programs. 

f kitiJ?® '^"clude by saying that we have a number of charts in 
the t^unony that show the status of each State and what is going 
MnTS^'l^'S?^*^ analysis. There is a summary of the MiclJ- 
S^£^S^;^®1*- ^ * chronology, a chronological history of this 
whole concept as it is sweeping the nation at this point. 
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Let me conclude by saying it deals with really three coals: 
One is to cdlow people to provide fo^ their children s educah'^'n. 
The other is to try to help cope with the mounting debt, which I 
think does, Senator Rockefeller, affect a student's choice as to what 
career they might have. It also affects perhaps pursuing graduate 
education. If they have a huge indebtedness, they don't want to go 
on to graduate education, and a lot of today's jobs require that 
extra training. 

But the final quality of our Tuition Guarantee Progrcun and I 
think the education savings programs you are considering is the 
one of hope. 

The way we came up with this idea^and the State Treasurer 
Bob Bowman who is the architect of it, at my wish— was we read 
about Eugene Lang. We read that he had gone to his grade school 
in East Harlem and told sixth graders that if they studied hard 
and worked hard and came ta school and achieved, that he would 
find a way to send them all to college. There was counseling and 
there was persistent prodding, but what has happened ie that about 
90 percent of these kids who now have graduated from thai system 
are going on to school. And this is a school where the dropout rates 
were astronomical. 

My thought was, if we could find a way, if the government. Fed- 
eral or State, could find a way to offer that kind of hope to some- 
one— tiieir name is on a certificate: "If you work hard and study 
hard, your education is paid for." I think that is a tremendous in- 
stiller of hope and opportunity in our young people. And if there is 
anything better than one Eugene Lang, it is thousands of t>cm; 
and that is the Michigan Plan. 

I think that is what these other plans you are considering would 
do — oflTer hope and encouragement and opportunity for the young 
people of our country who haven't always had it and we know 
want to have it 

Thank you. 

The Chairman. Governor, thank you very much. I know these 
are two different approaches we are looking at, but I think they 
are complementary to each other. 

[Governor Blanchard's prepared statement appears in the appen- 
dixj 

The Chairman. We would be delighted to hear from you. Senator 
RibicofT. 

STATEMENT OF HON. ABRAHAM RIBICOFF, FORMER U.S. SENA- 
TOR, STATE OF CONNECTICUT, SPECIAL COUNSEL, KAYE 
SCHOLER, FIERMAN, HAYS & HANDLER, NEW YORK, NY 

Senator Ribicoff. Thank you very much, Mr. Chairman. 

First, mv appreciation for your gracious comment. I would add 
that, of ah of tne things I have done, I have had more real enjoy- 
ment out of public service, of being a member of the Finance Com- 
mittee, than any other role I played in Government. You are a 
great committee, nad you are worlung very hard; but I have to say 
that your work has only started when I consider what you face be- 
ginning next year, irrespective of who the President of the United 
States might be. 
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»fr Chainnan and Members of the Committee. I soeak todav on 

iff P'^^uH^ ^? of Moi^an Bank, and I ask that a 

£;^?H„*™L ^^"^^ S«°io^ Vi^ft^ident Sd ^ 

The Chaibbian. That will be done. 

iJ^J^^^^A^- Cliairman, the safest and most consistent 
pohtical buzzwords during the current 1988 campaign for all preri- 
"3JS«^ candidates are "comjSiienS^'^'Sd 
wTnl^H^"- 9"^y tb^ other day Vice President fiush said that he 
wanted to go down in history as the "Education President." 

abSt ^ ^ "^^^ bm is aU 

m^lInf^^il^P®"!"*? demonstrates that section 127 is of para- 
mount importance to lower-paid employees, women, and minoritS 
etv fo^Wn?- prepared by the American Soci- 

ety for Training and Development m 1985. 71.1 percent of partici- 
pajte earned less than fSoM It is estiniated tSSlSen Son 
workers have participated in the education assistance proirram 

hf^j;^'°°.^^ ™^P"«^ t)een tremenSrs^^SS 
mproiadmg traming opportunities for workers at the lower^ 
scates, the very people we sought to assist when we created tffis 

AaswUng to aU the leading economic indicators, we have de- 
^ hToW^ f ^ ever-<ieepening sea of red ink. We will 

^Ha^^^ ^ toward the status of a 

tive edge over other world economic powers. 
S2M miin)!^?^"*^*^ that section 1§7 has been estimated to cost 
S ^/JL^T' ' sympathize with your dilemma as you 
lSwPvp?^r,J?l!:^ *° a projected $200 milUon revenue ibss. 

ti^yer, just the opposite is the case. 

nno 1^?^ °^ ^ ^ action 127 will bring in more reve- 

?hPv rn^a2[f?i.'^\y?/?«5° education increase their skills, and as 
tee SS^^S^il ^ ""^^^ )^ ^ Claries. 

SrS'^eThigreriSSr"' - 
enIJ'";f"ft?M discusses three examples from the experi- 

ence of the Morgan Bank to demonstrate this point: 
Mnr^^A f*^^ undergraduate degree through the 
Morgan Tuition Refund Program is now an Assistant VicrPresi- 

^^fn'«?S^ ^ ^^""^ have made had she^ 

nawned m a secretarial position. 

«.o J"^*^®?" ^ho began participating in the Tuitio- Refund Pro- 

f^'^U^h^fA-tl^'^'fu'^ ''^ ^PP0i»*«* ^ officer 
SS^ "O'', ahnost double the 

salary he would ha /e earned at a normal clericd career path. 

tainJd'^^^inlSiS^ who worked his way through the^ks ob- 
tauxed an undergraduate degree in btisiness administration and 
noweams in excess of llOo!^ a year as rViS^St Sf the 
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Now, to assess the tax ramifications of such success stories, I 
asked the tax department in my law firm io analyze a h^thetical 
case of a clerical employee who earned between $20,000 and 
$24,000 during five undergraduate years 1978 to 1982, but secured 
new responsibilities upon graduation in 1982 and is now earning 
$55,000 per year. 

Assuming no dependents or other income and applying the 
standard deduction, this employee will have paid about $13,500 in 
Federal Income Taxes for 1987 alone — almost $9,000 more than the 
taxes paid if the employee had remained in a clerical position and 
were now earning $29,000 a year. 

Assuming this employee had received $1800 in tuition reimburse- 
ment for each of the undergraduate years, the total tax foregone by 
the Government over five years would have amounted to some 
$3,090, or only one-third of the total increased tax which the em- 
ployee paid in a single year as a result of this education. 

In fact, using reasonable assumptions, we calculate that over a 
five year period 1982 to 1987, the Federal Government would real- 
ize a 900 percent return on its initial tax investment in this em- 
ployee, receiving more than $28,000 in additional taxes as a result 
of the employee s improved education. 

Even if a reasonable interest rate were taken into account in cal- 
culating foregone revenues, the return on investment would exceed 
500 percent. 

Over the emplwee's working life, it is clear that the modest in- 
vestment under Section 127 would be repaid many times over in 
increased taxes. 

Admittedly, this is a rough-cut analysis. For some workers the 
projected tax revenue would be less than the exampb chosen; for 
others the tax revenues would be h^her. 

It is fair to assume, however, that for most workers the increased 
t/€uning made possible by Section 127 tran^ates into a higher ad- 
justed gross income and higher taxes. 

When this information is taken into account, the projected losses 
attributed to Section 127 evaporate. 

Keep in mind, also, that the lion's share of these tuition pay- 
ments comes from the pockets Oi the employers and employees 
themselves, and not from city. State, or Federal budgets pr taxes. 

Furthermore this type of education does not carry the burden of 
bureaucratic overhead by governmental agencies. Ironicallv, if this 
program dies, many low income workers may be forced to forego or 
delay education programs because tuition assistance would become 
an economic burden. To the extent workers drop out of these pro- 
grams, no tax revenue is generated whatsoever. More important, 
the opportunity is lost or delayed to enhance the competitive skills 
of the work force. 

For these reasons I sincerelv hope that you will give careful con- 
sideration to the renewal of Section 127. It is a successful program 
and worthy of your support. The task of keeping this country com- 
petitive is too important to allow this program to expire. 

I ask unanimous consent that my entire statement be put in the 
record. 

The Chairman. It will be taken into the record in its entirety. 
[Senator Ribicoff s prepared statement appear in the appendix.] 




25 

The Chairbaan. That was a very helpful statement, and you 
pointed out our dilemma— $200 million worth of revenue, defining 
it, trying to decide where we balance that one off. There is no ques- 
tion about its being a most meritorious program, and no question 
m my mind over the long run, and not too long a run, that you 
gain it all back and more. 

You have cited some very good examples of how people have 
teen able to upgrade their talents and their capabilities and how 
th^y have reaped tenefits by it. I appreciate your contribution. 

Senator Ribicoff. Well, I realize your dilemma. And realizing it, 
Iwent to work to try to analyze it. I would say if the IRS and the 
Treasury had put its computer experts to work, and they could 
gather data on all of these seven million people who are the benefi- 
ciaries, they would see how much they would be losing in tax reve- 
nue by cutting this off. 

^ The Chairman. Well, Senator, you are talking to the fellow— he 
IS seated right back there in the row behind you, and we are going 
to have him up here in just a minute. I think he is tuned m, he is 
listening. 

Governor, let me ask you about yours, because I didn't under- 
stand some of the detail. 

You say that a parent is able to make a contribution to a trust 
fund that is administered by the State? 

Governor Blancharo. Right. 

The Chairman. And how does that relate to the amount? Do 
they make contributions over a period of time. Or as a lump sum? 
How is that done? 

Governor Blancharo. We are going to begin offering these con- 
tracts within the next six weeks, now that we have the IRS Ruling. 
We wiJl allow them to make a one-time lump-sum payment, or in- 
stallment payments. My guess is most people will make install- 
ment payments. 

The Chairman. How much do you anticipate the payments will 
te? 

Governor Blanchard. Well, each year the payments are going to 
vary. We require an actuarial analysis every year, an audit every 
year— it is an independent board— and it will depend on what we 
are predicting the rate of return is on our investment, and the in- 
flation rate, and the tuition rate. 

Fortunately we have some control over the tuition because they 
are State universities. But it will vary, however it is done. 

We estimated that for $5,000 in one lump sum you could guaran- 
tee four years free of tuition at any public college or university 
when your child reaches 18, if you make the $5,000 payment when 
they are born. Now, the installments would be somewhat different. 

But we are also estimating, at least in Michigan, that when the 
child IS 18 the cost of tuition could be $30,000. 

Now, the fact t hat the trust will be taxable is going to raise that 
somewhat; although, we think we can keep the installment pay- 
ments the same. We will just stretch out the payment period. And 
we would hke to see the ^'inside buildup,'' as they call it, not tax- 
able, because we think the rate of return is going to be far in 
excess of the tax expenditures— in a similar fashion to the testimo- 
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ny of Senator Ribicoff on what a good investment education really 
is. 

The Chairman. Thank you. I have a number of other questions I 
£un going to submit to the record for you, if I may, to save some 
time because we have such a full agenda this morning. 

[The questions appear in the appendix.] 

The CHAiRBfAN. I would like to now turn to the distinguished 
Senator and colleague from New York, Senator Moynihan. 

Senator Moynihan. Mr. Chairman, tlank you. 

I welcome Governor Blanchard to our hearing. What an elegant, 
energetic thing vou are doing, and what a contrast Michigan is to 
Washington in these regards. All we have been doing is cutting and 
denying and saying no. 

You mentioned Mr. Lang's visit to his former school in East 
Harlem. It struck me just a little how strange in a way we are, as 
if we have reversed times. 

I went to school in East Harlem. I graduated from East Harlem 
High School. And college t^ntion was no problem for me — there 
was something called The City College. It was free. It had been 
there for a century— free. And after that there was the GI Bill and 
Fullbright, and a generation later we fitid people can't get their 
kids into college. I mean, what is happening to us? 

But thanks to >ou. 

Governor Blanchard. Senator, I think it is a problem that is 
being discussed by all presidential candidates, I think now in both 
parties, and we are cU part of this. It has been a lack of investment 
in the future. We have been burning up resources and sending the 
bill to others. 

Senator Moynihan. We are gomg back, not forward. 

Governor Blanchard. One of the great acliievements of govern- 
ments has been to create public education and public universities 
and find ways both ^/ublic and private to support people having ex- 
panded educational opportunities. 

One of my concerns, as yours and others, has been that we are 
choking off that possibility for the next generation. 

I think I misspoke a little earlier. I want to clarify it for the 
record. Eugene LEmg offered to six traders a college education. He 
would pay for it. And in a school where dropouts averaged around 
90 percent, we now see that half are going to go to collie as a 
result of this. I want to make sure I get that right. 

Senator Moynihan. Yes. I understand. 

Governor Blanchard. The other thing is with regard to Michi- 
gan. While the plan I proposed initially appears to be good for 
those with the money to make installment payments or a lump 
sum payment, once we get the program up and running we are 
going to invite all of the mi^or businesses and civic organizations 
in Michigan to adopt a class or designate recipients of these pro- 
grams, so that we can make it work for those with no mea.Ji, be- 
cause I think if we ask General Motors to adopt a sixth grade at an 
inner-dty school they are going to say yes 

Senator Moynihan. May I comment on that point to Senator Ri- 
bicoff/Govemor Ribicoff/Secretaiy of Health, Education and Wel- 
fare Ribicoff? 
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I would make the point, for the benefit of the Assistant Secretary 
of Treasury for Tax PoUcy who is sitting behind here and who is 
coming up to oppose legislation you have just endorsed, reversing 
the Admmistration, the last year— haven^t they done enough to 
education?— the last year th?v should be against this, but yoa 
weren t here testifying on behalf of the teachers union, or you 
weren t before a Democratic Platform Committee Hearing, you are 

» here jr the Morgan Bank. 

Senator Ribicoff. Which is one of the most important banks in 
this country and the world. What is interesting: They take this pro- 
gram very, very seriously for their employees. They have approxi- 

I mately five hundred employees participating in this pr<«ram. As 

part of their affirmative action program they go to high schools 
and ask kids to come and work at the Morgan Bank and they will 
see that they get an education. And this is the money they spend, 
and they are so proud— Mr. Hefke is ill, otherwise he would have 
been here today— but thev are so proud of this program in the 
Morgan Bank, of their achievements. And when they see a clerk 
becoming a vice president at $100,000 a year from a ^0,000 salary, 
that advancement is a thrilling thing to see. 

Senator Moynihan. The Morgan Bank could get anybody it 
wished to work for them. But they are not making money out of 
this, thev are making careers for people. And you have come down 
personally to see the Chairman and me on this behalf, and Mr 
Hefke would have. 

?® to say to the people in the Treasury? Help us, 

Abe— help. I mean, what has gone crazy in our Capital? 

Senator Ribicoff. Well, you know, die Treasury, with all due re- 
spect, takes a very short view of things, and they don't expand 
their brain power— v/hich they have— to figure out, like the tax 
people m our law firm would, that they weren't losing money but 
were making money on this, and hundreds of millions of dollars, 
not lust losmg $200 mUlion. They are not losing anything. They 
would lose It the other way. By cutting off the program, there 
would be nothing to tax to gel that $200 million. 

Senator Moynihan. Thank you very much. Thank God for you. 

The Chairman. Senator Riegle? 

Senator Riegle. Thank you, Mr. Chairman. 

I want to draw attention to the chart that former Congressman 
now Governor Blanchard has brought to us. It is very mterestmg. 
If you look at the chart, the way this idea has moved like wildfire 
across the country. 

The States that are coded in blue on this chart have now enacted 
a forai of educational trust for college expenses. And then, all of 
the btates that are coded in red have taken it up in an active way, 
because they in turn are tiying to develop a progi am of that kind 
that can work within their States. And only the States that are left 
m white are the ones, as yet, that have not taken a Statewide step. 

But of course, all of the 50 States would be very interested m 
what we ...e discussing here, which is a coast-to-coast program; we 
are discussing here today a Federal program which would reach all 
or the States. 

But it is sifoiificant that the States are responding, as Senator 
Kibicoir and Governor Blanchard have said, to really an unmet 
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need. The States have gotten ahead of the Federal Government 
here, partly because I think we have been behind the curve. The 
Federal Government in the last few years, I think, has not fully 
enough recognized the scale of this problem. Now the States have 
moved out, as properly they should, to try to respond to it. 

What we are discussing here with the Federal le^^ation is an 
effort to bring the Federal Government up to speed on a 50-State 
basis, so that we really address this issue. 

I would like to make one other pointy and that is that we obvi- 
ously have a requirement in the country to tilt the balance be- 
tween consumption and saving and investment. We liave been for a 
hug period of time I think tilted very hea^y on the consumption 
side, and our economy is now si^tantially geared that way, about 
70 percent of the activity in our economy is derived consump- 
tion. 

But by any objective measure, whether it is the trade deficit, or 
whether it is comparative rates of saving and investments in other 
countries, it is obvious that we have to adjust that balance. We 
have to consume somewhat less, and we have to save and invest a 
larger amount of what we are actually generating in the way of 
earnings. 

We have found, I think, historically that when we create incen- 
tives to save, as we did with the IRA and as we have in certain 
other areas in the corporate and individual tax code areas, we have 
seen a surge in investment activity. 

What we are talking about here is investment incentive in edu- 
cation, in giving famUies an opportunity to start on a scale of 
saving that is within their reach, and over a period of tune through 
the use of hopefully a tax-free buildup of interest, whether on a 
Federal Bond Plan or a State Educational Trust Plan, to ba able to 
save the money that allows their children to go on and get the ad- 
vanced education that is needed in today's world economy. 

If we don't tilt tha^ balance more toward the side of saving and 
investment—in this case, saving and investment in education and 
investment in ourselves, in our own skill levels — there is no way in 
the world we are going to be able to meet the kind of performance 
standards in the future that our country just has to meet. 

So I would see this hearing today, Mr. CSiairman, as one of the 
most unportuit things that we will have done in this C!ongress, to 
take this issue up in a focused way. 

I know how strongly you feel about it for we would not have this 
hearing but for your leadership. And, we have people out giving 
the leadership in the case of Governor Blanchard in my home State 
of Michigan, and former Senator Ribicoif who is out doing it in the 
private sector. I think we have to hear what they are saying to us, 
and we have to act. I am hopeful that we will. 

The Chairbcan. Thank you veiy much. Senator Riegle. 

Senator Daschle. 

Senator Daschle. Governor Blanchard, I applaud you for the 
foresight you have clearly demonstrated here, and I am impressed 
with the map. I am chagrined to see the white island up on top, 
but I find myself in good company as I look south, so I hope that 
South Dakota takes a look at this at some point in the future. 
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I iust have one mechanical question: Wlmt happens if parents 
would decide some yean hence, for whatever reason, that they 
didn t want to participate? Can one withdraw those funds? 

Oovemor Blanchard. Yes, you can withdraw and get your 
money back. 

• ^^"^ Daschle. Get the money back, or the money back with 
interest? 

Governor Blanchard. I am not sure how we are going to do that 
bemuse of the tax ruling we are about to receive. ' 
Senator Daschle. I see. 

Gwemor Blanchard. I think they will get their money back 
with mterwt, and there won't be any tax because the trust wUl 
have paid the tax. But my treasurer can tell me. 

n'ause.] 

Governor Blanchard. It depends on the precise ruling from 
Treasury, which is imminent. 

Senator Dasotle. I was just curious about the mechanics of it. 
You don t hcve to elaborate on it. 

Thank you, Mr. Chainnan. 

The Chairman. Thank you. 

Senator Rockefeller. 

Senator Rockveller. Thank you, Mr. Chairman. 

Just a comment. I think many of those who wanted to terminate 
Section 127 felt that the people benefiting from it didn't financially 
of!S.i^t fS?**«ce- Senator Ribicoff, you have been, however, 
sajmig that 90 Percent of the people assisted by section 127 have 
mcomes at a level of $50,000 or below. You also say 34 percent are 
minonties. Now, if one has children, an income of $50,000 or below, 
and hMi education costs, one is by no means rich. So perhaps sec- 
tion 127 was not being abused. 

To me, the concept of continuing education is so absolutely criti- 
cal. 1 think we greatly underestimate it in our country. I intro- 
duced legislation to fund "work place literacy" progranw. My bUl 
has been made part of the Trade M and the reauthorization legis- 
lation for the Elementary and Secondary Education programs. Tbda 
ywrk place hteracy bill addresses what Senator Moynihan is tareet- 
ing in a different but related way. I would support basic skilb— 
that 18, reading and writing— for workers in need of such remedial 
education. 

It would help people who have jobs today but who are not able to hold 
on to their jobs in a year or two because technology wUl simply 
walk right past them. When it comes time to go onto more ad- 
vanced work through manuals, reading, and training, these work- 
ers wont be able to because they won't have the basic reading 
skills-unless, that is, they get literacy and educational assistance 
new. 

What you are talking about, I think, is complementary and just 
as unportant. Senator Moynihan's bill, proposes to support more 
advanced training for woriiers. 

In West Virmma we have two universities. Both of them say that 
the majority of their graduate oLudents who also work in business 
are in school, thanks to section 127. The incentive to employers is 
why they are there. They don't think they would be there wthout 
that incentive from busmess. So, to me, what you touch on is fun- 
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damental. We are so concentrated on educating our young people- 
elementary education, secondary education, getting our kids 
through college, finding a way to pay for our uds to get to col- 
lege— -but there is a whole other element which I think is embodied 
in not only the Workplace Literacy Bill but in Senator Moynihan's 
bill. It's time to provide education to people who are adult, are on 
the job, but who are going to fall along the wayside unless they get 
more advanced education. 

I don't ask a question on that, but I just simply point out that I 
think your testimony is iust right on the mark. 

Senator Ribicoff. I have wortened my testimony, but seeing 
Senator Riegle and yourself, I want to highlight the report of the 
Congressional Competitiveness Caucus, mentioned in my written 
statement, which cited the experience of General Motors of Michi- 
gan, where some 119,000 laid-ofF workers are now being retrained 
for careers outside of the automobile industry. 

A labor spokesman pointed out that Uie training provided under 
Section 127 can sometimes speU the difiTerence between having a 
job and having no job at all. For such workers, losing the tax ex- 
emptiOri provided bv Section 127 would be especially Durdensome. 

So, this is a big, big subject, whether you are talking eJbout the 
Morgan Bank or an employee being laid off because his job is dis- 
contmued at General Motors. 

Senator Fockbfeller. I thank the Chairman. 

Senator Moynihan. Senator Mitchell, I believe you have a gener- 
al statement as well as questions for our distinguished panel. 

OPENING STATEMENT OF HON. GEORGE J. MITCHELL, 
A U.S. SENATOR FROM THE STATE OF MAINE 

Senator MrrcHSLL. Mr. Chairman, first I want to commend Gov- 
ernor Blanchard for the leadership he has demonstrated in this 
area. We in Maine learned quickly from Michigan, and we were 
one of the first States to follow with a similar plcoi. I also commend 
Senator Ribicoff for his effort in this area, and we are very 
pleased to see him back before this committee. 

Mr. Chairman, I ask that a full statement, a detailed statement 
of mine, be introduced it. the record. 

Senator Moynihan. Without objection. 

^nator Mitchell's prepared statement appears in the Appendix.] 

Senator Mttchell. And I would like to, if I could, comment on 
just one other bill that is pending, as I am the author of that bill. I 
nave been joined by six members of this committee in legislatic i to 
facilitate the availability of funds for student loans through tax- 
exempt financing. 

My legislation would extend current law rules permitting stu- 
dent loan bond authorities to earn arbitrage for a period of 18 
months to cover issuance costs. It also extends these rules to sup- 
plemental bonds. 

Understandably, we on this committee have an instinctive aver- 
sion to the earning of arbitrage by issues of tax-exempt bonds. The 
Federal tax exemption should not be an income source to issuers. 

Student loan bonds present an entirely different case with re- 
spect to arbitrage. The cost of administering a student loan bond 

f>rogram are far higher than with other programs which have 
oans with much llu^ger outstanding balances. And yet, program 
costs cannot be recovered firom student borrowers at the time of is- 
Q nuance like other bonds. 
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Furthermore, the Federal Government iias a particularly impor- 
tant interest in assuring the availability of funds to finance stu- 
dent loans to make higher education affordable. That interest is 
manifest in the operation of the Student Loan Program, which is 
designed specifically to operate with tax^xemp bonds through the 
Department of Education. 

I urge the members of this committee to take a serious look at 
the issues raised by this legislation, and I hope this committee will 
penmt arbitrage to fund administration and issuance costs of stu- 
dent loan bonds. 

Mr. Chairman, I thank you, and I thank the Governors for their 
patience. 

Senator Moynihan. Thank you. Senator Mitchell. 

Governors, we have just at this moment a vote on, and therefore 
we are going to have to disappear for a bit. 

Were there some last remarks you would like to make? 

I want to thank both of you, as we are deeply in your debt and 
adminng. 

Governor Blanchard. 

Governor Blanchard. I wanted to thank the members of the 
committee again and the chairman. Chairman Lloyd Bentsen, for 
scheduling this hearing, because I think it really made a bip differ- 
ence in getting our Michigan program approved by Treasury, and I 
wanted to thank our Senator Riegle for all of his help. 

Senator Moynihan. That's it, say kind words about Treasury. I 
mean, ever so often they do somethkg like that. [Laughter.] 

Governor Blanchard. And we do thank them. We thimk them 
for their help and cooperation, and Senator Ri^le for his leader- 
ship. But we want you to know this hearing, J think, was the final 
pomt, a milestone for us, and we appreciate that. 

And I apprecia;e the chance to share a table with a man I have 
always admired. 

Senator Ribicoff. Thank you. 

Senator Riegle. Mr. Chairman. 

Senator Moynihan. Please. 

Senator Riegle. Might I just acknowledge that kind comment 
and say that Secretary Baker has been very helpful in the discus- 
sions here, and he should be acknowledged, as his staff should be. I 
would say that, as we have conducted those discussions, they have 
been constructive, they have been very positive, and that should be 
put on the record. I feel that the Treasury Secretary has been very 
helpful in this, and that is very important. 

Senator Moynihan. Senator Ribicoff, you have heard those fa- 
miliar bells. 

Senator Ribicoff. You go ahead. You have other duties. Good 
seeing you, Pat, take care. 
Senator Moynihan. Thank you, sir. 

The committee will stand in recess until the return of the Chair- 
man, and our next witness will be the Honorable Assistant Secre- 
tary of Treasury for Tax Policy Mr. Chapoton. 

[Whereupon, at 11:45 a.m., the hearing was recessed.] 
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AFTER RBCB8S 

The CHAnuiAN. Would you please be seated and cease conversa- 
tion» and we will get underway. 
Our next witness is Secretary Chapoton. 

We are verv pleased to have you and appreciate your participa- 
tion. We will have other members of the committee ^o will be re- 
turning from the vote. If you would, please proceed. 

STATEMENT OF HON. O. DONALDSON CHAPOTON, ASSISTANT 
SECRETARY (TAX POUCY), DEPARTMENT OF THE TREASURY 

Secretary Chapoton. Thank you veiy much, Mr. Cl^airman. r 
I have a complete statement that wUl be entered into the record, 
but I would like to make some comments about the statement and 
respond to some of the questions that were raised during the testi- 
mony of others. 

The Chairman. Mr. Secretary, we will take your complete state- 
ment for the record. But if you would summarize it, and then, 
make your comments, we would be pleased to have them. 

Secretary Chapoton. Thank you, sir. 

Let me point out initially that from the Administration's stand- 
point education is a national priority. In this increasingly complex 
society, we think that suiqx>rt for education beyond the secondary 
level is critical— it is critical to the nation's strength and to the 
questions of competitiveness in our worldwide environment 

I would like to talk about the college savings bond propo^ 
which the Administration supports and proposes as one element of 
our efforts in that regard. I will also comment on S. 39, which 
would restore Section 127 to the Code; S. 628, relating to the deduc- 
tion for interest paid on student loans; and S. 2149, which would 
expand and make permanent the arbitrage rebate exception. 

But before getting into those specific bills, let me comment in 
general that the President's 1989 budget already contains a 
number of incentives in support of education. It proposes total ou^ 
lays of $9.2 billion in 1989 for higher education and an additional 
$2.3 billion in special tax incentives, including the savings bond 
proposals. 

Tlie President's 1989 budget includes more federal aid to low- 
income post-secondary students than hs" aver been available in the 
past So, I think that the Administration's commitment to second- 
ary education and education in g^.j'^ral is clear and should be fully 
understood. 

The most significant new item in the budget, however, is the one 
I referred to, the College Savings B^nd Proposal. That is needed, 
we feel, for many of the reasons that have been suggested by other 
witnesses this morning. 

For your information— without repeating the things that were 
said by other witnesses— let me point out some figures that were 
not mentioned. Private education costs are up almost 90 percent 
since 1980. Education costs at public institutions are up almost 60 
percent. It now costs an average of $50,000 for a family to send a 
child to a private university, and more than $18,000 to send a child 
to a public university. We estimate that those costs will soar in just 
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19 years. A private university will cost $200,000 and a public uni- 
versity will cost $60,000. We think ^hjse costs need addressing. 

In addition, a 1984 Roper poll, which v-as not cited this morning, 
showed that only half the families that expect their children to go 
to college or anticipate that their children will go to college have 
some systematic plan to save for that college education. And of 
thoTO half that save, the median saving is only about $500 per year, 
oo there is not a lot of advanced planning in the nature of savines 
going on. ^ 

For that reason, BOiiw sort of savingb^ encouragement plan is nec- 
essary and desirable, aiid we think our Ctollege Bond proposal is a 
migor step m that direction. 

A Federal pj-ogram of this sort would call attention to the need 
for savings. It would provide a convenient mechanism and incen- 
tive for saving for education, and it would provide valuable and ur- 
gently needed assistance American families to finance the educa- 
tion costs that they will ultimately incur. 

There is a growing awareness of the need for this program, as 
has been demonstrated by the discussion this morning and the 
number of bills that have been introduced in the CJongress. 

Let me first describe the President's college savings bond propos- 
al, and then I will be happy to answer any questions relating to it. 

It is a relatively simple program. It is similar to the one proposed 
by Senator Kennedy m his bil). There are some differences but 
they are not great. 

Basically, the concept is that interest on college savings bonds 
would not be taxed currently, just as savings bonds generally have 
interest that is not taxed currently. The proceeds would be exempt 
from taxation on redemption of the bonds if those proceeds are 
used for educational purposes. 

There is one difference between our plan and the one that Sena- 
tor Kennedy proposed, and that is what the proceeds may be used 
for. Our plan is slightly broader. We contemplate that proceeds on 
the redemption of the bonds could, like his plan, be used for tui- 
tion, book> . and other incidental costs of education. We would also 
include some reasonable living allowances as a proper cost to be 
used with these funds without incurring tax on the redemption of 
the bonds. 

To target this program to low- and middle-income taxpayers, 
however, we would restrict the availability of the plan to somewhat 
lower income levels than Senator Ke-^ ^edy's proposal. His propos- 
al, I believe, would allow the benefit ^ . tax free interest on the re- 
deemed bond up to the $150,000 income level. We propose phasing 
out that benefit over the $60,000 to $80,000 income range. This 
means if your income in the year that the bonds are redeemed ex- 
ceeds $80,000, you would not be eligible to receive the interest on 
th(we bonds tax free. Below $60,000 it would be fully tax exempt, 
and between $60,000 and $80,000, it would be partially tax exempt. 

To give an example of what we are talking about, if the parents 
of a 2-year old started saving and put aside $2,000 per year, they 
could accumulate over tha next 16 years— when the child would 
enter college -enough money to send that child to a public institu- 
tion, based our estimate of a $60,000 cost of a public institution 
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at that time. The total tax savings on the redemption of the bonds, 
for a 15-percent taxpayer^ would be $6,800. 

So there is a tax incentive to encourage private savings, and it 
would have the benefit of very little Government involvement but 
considerable private involvement through private savings pro- 
Rrams. It would encourage long-range planning, and it would, we 
hope, encourage less reliance on other Grovemment promuns. 

Senator Kennedy also made several other points I think are 
worth i-epeating about this i)rogram. It would be safe for the inves- 
tor, and it would not req^uire implementing a new bureaucracy. 
There could be payroll savings plans allowing this money to be put 
aside on a periodic basis, much as we have for Series-E Savings 
Bonds. This type of saving would be attractive to low-income tax- 
payers and, therefore, we think would attract saviu^ by the people 
who need to save the most. 

Let me turn now to S. 39, the proposed extension of Section 127, 
which has been discussed at length this morning, and try to outline 
for you, as Senator Moynihan properly pointed out, that our testi- 
mony suggests that we are opposed to extending Section 127. We 
realize that this code section hias expired on several occasions at>H 
has been extended each time. We also v«?lizc tliere are significant 
benefits, and I thinV Sciiator KibicofT certainly made an eloquent 
«t5^tencnt oi che need for some sort of tax incentive for this type of 
education. I found his remarks very peimiasive. 

I also think that we all agree that tax incentives for education 
are justified in some cinnunstances, so we are not disputing that 
point. We hope that what this Administration is doing and pro- 
poses to do with respect to education, both tax incentives and 
nontax incentives, demonstrates our commitment to education. 

Our concern with Section 127, though, is that it is targeted strict- 
ly to the plans that Senator Ribicoff described; the Morgan Guar- 
antee type plans, where you can only benefit if you work for an 
emplov'jr and you are lucky enough to have a plan of that sort 
available to you. And under Section 127, to the extent that costs 
are incurred or an education program is established that would not 
otherwise be deductible, the money can be excluded. 

To digress a minute, under the current law any educational costs 
incurred by an individual to further his existing employment, to 
improve his ability on his current job, are currently deductible 
under Section 162. 3o the cosis we are talking about that need 
some attention and that need tax incentix'es, ana which Section 127 
addresses, are costs that are not to improve your skills on a current 
iob, but to improve your ability to ti^^ve to a different job, to per- 
haps be promoted to an entirely different job with a different em- 

Cloyer or with that same employer. Those sorts costs would not 
e deductible; but for Section 127, they woiild be included in 
income. 

But to get back to the point I was making. If you are lucky 
enough to be with a Morg ji Guaranty and you have a plan like 
that, and you get these educational benefits, Section 127 would say 
that these benefits are not taxable. 

However, if you are with another bank or another company that 
does not have such a p'an, and the employer's concept is that he 
will pay you a sufficient salary so that you can pay out of your own 
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pocket for any education you need to advance yourself to a new 
skill level or a new job, you are paying those expenses out of after- 
tax earnings You would first have to pay tax on the money, and 
then out of those after-tax earnings you would pay for your educa- 
tional costs. J ^ 

In other words, we were worried about horizontal equity and about 
the overall costs. But this horizon- ' 1 equity point that I am making 
IS that If we are going to have a oenefit like this we should consid- 
er broadening it to people who pay their own educational costs. 
That would make it more equitable. We would then consider, 
frankly, how we are going to pay for it. 

I also found Senator Ribicoffs comments that some of these 
plans are, m effect, self-financing very persuasive as well. But I 
must take issue with the analysis that concludes that there would 
be no cost to the Treasury. 

This is the sort of problem with which this committee is famil- 
iar— it addresses it all the time— that any time there is a tax in- 
centive that encourages conduct we like— and of course, there are 
many— we must address the problem of whether this conduct will 
generate revenues through other means. 

For example, Mr. Chairman, to discuss a matter that is close to 
our home State if we mcreased the mtangible drillmg deduction 
somehow, that would undoubtedly put some workers back to i<rork. 
Ihey would receive salaries, and they would pay taxes on those sal- 
anes. So we would conclude from that that the mcreased tax reve- 
nues generated from those additional salaries would reduce the 
cost of the mcreased intangible drilling deduction. 

'Hie iM-oblem witti that analysis— and it is not totally wrong, nor 
IS benator RibicofF totally wrong in savlr<{ this education benefit 
will cause people to have better and higher paying jobs— is that, for 
revenue^timating purposes, we generally try not to take into ac- 
count changes in the Gross National Product, which these addition- 
al salary levels assume. 

If we start making those sorts of assumptions, we have to do it 
tor every ty^ of tax incentive that we are going to consider, to 
m^e sure that we are comparing apples and apples and not apples 
and oranges. And once we do that, it gets very difficult to know 
just where to stop. 

*u^'®^ ® proiysal has a significant impact on GNP, we do take 
that into consideration when we think it is a proper subject. But 
when It has a more mairinal effect on GNP, we think that a bette' 
comparison can be made without including that long-term GNP 
impact m comparing the cost of this program with the cost of some 
other program, so that we can have an apples and apples type com- 
parison. 

I might make one other comment Our study indicates slightly 
tSTt^Pu. 1^^®® ^ actually getting the benefit of Section 

1^. 1 thmk we agree generally that there are substantial benefits 
lor low-income taxpayers; but our figures differ somewhat from 
what Senator Ribicoff said about the people who are actually bene- 
fiting from Section 127. And we have some quarrel with the studies 
tie cited, but not of any great significance. 

The main point is that our studies indicate that even amo\ g the 
participants, the ones that benefit most financially are at the 
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higher end of the spectnun. So» the money is not going to the low- 
income taxpayers quite as much as we would like. But I think that 
is not as significant a concern from our standpoint as the horizon- 
tal eauity question. But if we are going to broaden the provision, 
how do we pay for it? 

Incidentally, our figures on extending Section 127 through S. 39 
are that it would cost $275 million for fiscal year 1988, and thereaf- 
ter it would cost approximately $400 million per year. 

Let me touch briefly on two other matters covered in my testimo- 
ny. One relates to the interest deduction on educatiop loans that 
Senate: Grassley supported. 

We recognize the point that he made that students who took out 
loans in pre-tax-reform days thought they were going to get inter- 
est deductions that they are not going to get in l^ht of tax reform. 
But I think that we have to accept the fact that that question has 
been addressed. Concern about the loss of deductibility on personal 
interest could be raised in a number of contexts. 

Thb offsetting factor for students and for ail others who have lost 
their interest deductions, quite frankly, is that they are getting the 
benefit of the loww- tax rate on tho income that will have to be 
earned to pay that interest. So, while some argument certainly can 
be made with respect to the interest deduction on student loans, we 
think that mme argument can be made in other contexts, and we 
think there is an offsetting benefit from the lower tax rates. We 
would hesitate to see tax reform opened up because of that one 
factor. 

Finally, the testimony addresses S. 2149 relating to the proposal 
to make the temporary arbitrage exception for oovemment Stu- 
dent Loan Bonds permanent. 

I won't conunent on that at length, other than to say that it is 
the Treasury Department's point of view that we ought to be very 
careful in extendirg arbitrage exceptions. We sought very hard in 
the 1986 Act to limit arbitrage exceotions, and we think that con- 
cept should be continued. 

With respect to student loan bonds m pai*t!oular, under the teinis 
of the student loan bond provisions the lenders are entitled to 
r^ain some of their initial offering costs through increased rutes 
on loans that are made to students. So, they do recoup their initial 
cost— admittedly not in the first year but they do ultimately recoup 
the cost. 

If you couple that with an arbitrage rebate exception, it would be 
double counting; you would get that exception twi je. 

The data we have indicate that many of the lenders making 
Guaranteed Student Loans are not short on cash and that there is 
not a dire need for any sort of exception. Particularly where it is 
an arbitrage rebate t3rpe of exception, we would be strongly op- 
posed to it 

Mr. Chaiman, that concludes my prepared remarks. I would be 
happy to answer an: questions. 

Senator Moynihan. We thank you, Mr. Secretary. We don't 
always envy you your tasics. You Iiave to come forward and say No 
io a lot of thmgs which perhaps you personally might want to say 
Yes to. 
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\^yr'^ ^ speaking now for Senator Packwood a well as 
myself. In the way chorea are distributed around our committee, 
the Section 127 has been of particular interest to Senator Pack- 
wood, and I was a counteroart on this side of the committee. 

It IS the case that the Treasury has reversed itself, is it not, in 
;2So®S^ J J ^ Treasury II you supported the contmuation of S. 
127? But don t make me assert that; why don't you tell me how 
that evolved. 

Secretaiy Chapoton. You are entirely correc*^ I am not disagree- 
ing with that at all, and I am not sure that I can give a complete 
explanation of that reversal. I think I can say that Treasury II rep- 
'^'^ted a package propcoal that had some items in it that perhaps 
we would have supported or not supported had it not been such a 
package. 

Before Treasury H, we had opposed the extension of Section 127, 
and I thmk we have been consistent about that subsequent to 
Treasury n But you are entirely right, there is that inconsistency 
in our position. ^ 

Senator Moynihan. It is very fair and very open of you to nut it 
that way. ^ 

May I just say, I think it is the case that in 1984, I believe, we 
to ask employers to file some information about these plans 
with Uieir returns; but we just don't really have a lot of hard data 
yet. There have been some problems with the data, as I under- 
stand. 

SeCTetanr Chapoton. We don't have the data from the 1984 fil- 
uuffl. The data that we have gdned from that have not been useful. 
Senator Moynihan. Yes 

Secretary Qupoton. Now, the Treasury is engaged in a study of 
^® j^^®'^ 127-type benefits, and some of the information I have 
cited this morning and is cited in my testimony comes from the 
work done on that study. 

Senator Moynihan. I see our distinguished colleague Senator 
PeU M ating to be heard, so I am not going to prolong it; but I 
would hke to say that the Joint Committee on Taxation has some 
different estimates anu lower ones on what would be cost, and I 
would like to put this in the record. 

raiie informaOon appears in the AppenSxTf 

SenatOT Moynihan. I would like to just record, if I can, that a 
very different case can be made about the question of vertical 
eqnty, simply that higher level employees will be able to exclude 
employer-provided education assistance even without Section 127. 
Under c rrent law, employees may exclude from income employer- 
provided tuition and other such expenses as long as the training is 
diiwtly related to the employee's current job. TOs is much easier 
for an executive to demonstrate than it is for a bank teller. So, de 
spite what our good friend from Treasury has said today. Section 
127 removes a tax Liw bias by opening the income exclusion for 
employer-paid educational assistance to all employees. 

We thank you for your testimony, sir. 

Senator Chafee. 

Senator Chafee. Thank you, Mr. Chairman. 
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Mr. Chapoton, I am trying to calculate the difference between 
the proposal that the Administration has, the College Savings 
Bonds, and S. 1817. Do you know the net cost of that difference? 

In other words, looking on page i of your testimony, toward Uie 
bottom there, vou estimate when your program gets rollhig it will 
cost about $200 million a year. Now, do you have a cost estimate on 
S. 1817? 

Secretary Chapoton. Senator Chafee, I am not sure which that 
is. Is that Senator Kenned/s proposal? 

Senator Chafkb. That is the Kennedy/Pell et al bill. 

Secretary Chapoton. We haven't costed it ourselves. Senator 
Kennedy indicated a cost of $300 million per year, but then he indi- 
cated that that would be reduced, in his view, by the interest sav- 
ings that the Treasury realizes when it borrows that money at the 
lower savings bond rate rather than the Treasury Bill rate that it 
ordinarily has to pay. 

But let me make several comments on that, if I might. The $200 
million figure is our figure for the fifth year. It is a growing figure, 
and it will continue to grow after the fUth year. 

Senator Chafee. Oh, you mean your figure is not a constant one? 

Secretary Chapoton. u is not a constant one. It will grow as high 
as, I think our estimates are, almost a billion a year in the out 
vears, 10 or 15 years, when the program is mature, and then it will 
level off. But it will be a considerame number of years out before it 
will level off, when redemptions begin to equcd bond purchases. 

Senator Chafee. So is it fair to say that, based on that and the 
estimate that they have on S. 1817, as I understand it, yours would 
be more expensive? 

Secretary Chapoton. No, I think his would grow as well, because 
both programs would grow. Any cost the initial year is going to 
grow as more people buv college savings bonds, so that there is just 
that much more in collie savings bonds outstanding, until such 
tmie as the redemption of those bonds begins to equal the annual 
purchases. 

Senator Chafee. I think it would be helpful as we go along— we 
are not going to decide this thing tomorrow— if you folks could 
come up with the differences, or just come up with your predictions 
and the cost estimates for theirs, so we can just calculate the differ- 
ence. 

Secretary Chapoton. Senator, there are no significant differences 
between our proposal and Senator Kennedy's. 
Senator Chafee. Mone^wise. 

Secretary Chapoton. M« neywise? Well, the basic proposal, as I 
understand that proposal, vould envision the same thing; that is, if 
a parent buys t savmgs bond for his child, and that savings bond 
accumulates, as u currently does without any interim tax, then on 
redemption, if the moneys are used for schooling purposes, there is 
no tax on the interest earned during that period of time. 

The two big differences that I see are that the permitted cost 
under Senator Kennedy's bill would include only tuition and books. 
Our proposal would actually be somewhat broader; it would include 
some reasonable living expenses. And then, ^ecoadly, we would 

J)ha8e ours out at a lower income range— this is thc^ income of the 
ieunily at the time the bonds are redeemed. We phase ours out be- 
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tween $60,000 and $80,000 per year. Senator Kennedy's begins 
?^S?^5S. $75,000, but the phaseout continues through 

$150,000 of income. 

Senator Chafbb. One final quick question: What is your experi- 
ence — moreso in the IRS than in your particular area— on the 
policing of these things? 

For example, in the IRA. As you review the IRA situation, are 
these mone;^ accounted for when people draw them out? I am only 
using that lUustration to see if indeed it is difficult to track wheth- 
er these bonds when they are cashed in are used for education. Is 
that a compliance challenge? 

Secretary Chapoton. I think it is a problem that would need 
some attention. I am not sure there is a perfect parallel to the IRA 
because in the case of the IRA the only requirement is that the re- 
cipient report that money on his tax return as he would other 
income thaw he received in that year. 

In thw case we need to be sure that the moneys are not only 
taxed when received if not expended for the proper purpose, but we 
need to detenrdne whether it is expended for the proper purpose. 
That is a detail that has not been worked out yet. There would be 
some compliance difficulty, but I don't think it would be insur- 
mountable. 

Senator Chafeb. Fine. 

Thank you, Mr. Chaiiman 

Senator Moynihan. Thank you. 

And Mr. Secreta^^, we thank you very much. We sometimes give 
you a certam amount of ribbing but you know the respect and 
mdeed the affection in which you are heM. 

Senator Chafeb. Yes, I want to jom in that, Mr. Chairman. The 
Assistant Secretaries who come before us are always the heavies in 
any role plaved around here. You are always the naysayers. We 
have aU got lovely programs, and you come in with the cold rain of 
reality and remmd us that these programs cost something. And 
that IS not a role that is always greeted with enthusiasm. 

Secretary Chapoton. I thank you for that. I wiU confess that 
sometimes when I get real bad news from one of our economists, I 
threaten to make them come up here and give it to you. [Laughter 1 
Chahiman. Thank you very much, Mr. Secretary. 

[Secretary Chapoton's prepared statement appears in the appendix.] 

The Chairbian. Senator Pell. 

We are just delighted to have Senator Pell, whose name is now 
synonymous with education, who has been a megor contributor in 
helping young people get a better education. We are delighted to 
nave you here for your comments. 

STATEMENT OP HON. CLAIBORNE PELL, A U.S. SENATOR PROM 
THE STATE OP RHODE ISLAND 

Senator Pell. Thank you, Mr. Chairman, and thank you for your 
kind words. Senator Moynihan, Senator Chafee. 

I am very glad to be here, and ^ commend and congratulate vou 
on holding this hearing. 
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As you know, Senators Stafford, Kennedy and I have introduced 
two of the seven measures and tuition savings plans before you 
today. 

One of these is the NEST proposal, which would establish a na- 
tional education savings trust fund. For the poorest families, con- 
tributions to the fund would be tax exempt, while for others contri- 
butions would have var^ng rates of tax deductibility. Tlie other 
measure we have introduced is the educational savings bond pro- 
posal that would allow the earned interest on U.S. savings bonds to 
be tax exempt if the bonds were used to finance a child's education. 

I would like to speak very briefly this morning, not on the details 
of our two proposals or on the excellent proposal that is being of- 
fered by the General Treasurer of our State Roger Bejun, but 
rather on the need for a new program to help families plan for and 
finance a college education, a need for a generic new program. 

The need is without question. In the next decade, it is estimated 
that tne cost of colle^ tuition will continue to skyrocket. 

Unfortunately, it is unlikely that increases in student aid will 
keep pace. That is certainly the case with past experience. While 
college costs have arisen more than 75 percent, 77 percent since 
1980, the values of Federal student aid has decreased. 

For example, in 1980 the maximum Pell Grant award of $1750 
would cover 41 percent of the average tuition bill. Today, the maxi- 
mum Pell Grant covers only 29 percent of such costs, or a decrease 
of 12 percent. 

But this does not tell the whole stoiy. Over the past decade we 
have moved from a period in which the typical aid package was 
one-fourth loan and three-fourths grant to vice versa. And this is a 
very dangerous development. 

Several factors have combined to bring it about: The Administra- 
tion's opposition to student aid increases for much of the past 
seven years, although not this year, but in the past seven years, is 
a migor factor. The two have \7orked hand in hand to limit the aid 
increases students have neede ... 

The sad fact is that we are creating a whole new 'ndentured 
class of young people saddled with enormous debts as they start 
out on their professional careers. 

Loans accounted for 17 percent of student aid in 1975 and 1976, 
and now they are almost 50 percent. This trend cannot continue. If 
it does, we will be pricing a college education beyond the reach of 
mwt students, even with Federal grant or worlL-study assistance. 

We need to make sure that the FMeral programs have kept place 
with not only inflation but also with the cost of college education. 

I can't end my testimony vdthout impressing upon all of us the 
urgency of the situation. The facts are really disturbing. 

The number of Blacks pursuing a college education has declined 
from 34 percent to 26 percent in the past decade— declined. The 
number of Hispanics has dropped from 36 percent to 27 percent 
over the same period. And as I have noted earlier, even when stu- 
dents can find a way to go to college, they do so only through this 
enormous borrowing. 

I am aware that any proposal of the kind before you will have a 
large price tag. That cost will pale, though, if we consider the long- 
term cost to our nation of not moving ahead this way. 
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shortrtghtodtf we to hS7.T" "ould be 

J'S^ this opportunity. 



I have no further questions. 
c3nator Moynihan. 

Senator Mowihan. Yes, Mn Chairman. 



T ^y^^^^. XOT, mr, vynauman. 

Sr-SS-^^^"^^ ^^^^^^^ 



Senator Psll. Thank you. 
2»e Cha«b«an. Senator Chafee. 



Pjl fcJkUjSTwo'rrSuS^ -"^ 'rib„t to Sector 

jn*. I „a„, to expre« n.y appreciation in hea^'J^ftSj 

We ,SKuSr ""^ ""^ " 



Senator CHAnn. Mr. Chairman. 
The Chauuuh. Yes. 



the testimoS onhe (l^^ commend to your attention 

ProblelSSThe ZhL^a^^^ this very 

beSg abTfti *° "^'^ ^ -Pol^^es for not 

The Chairman. Yes, of course. 

will stand in recess until 2. 
rWhereupon, at 12:34 p.m., the hearing was recessed 1 

prepared statement of Senator lell ap^^i the appen- 
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Senator Moynihan. A very good afternoon to our guests and our 
witnesses. I hope that the inconvenience we have caused some of 
you is taken as a measure of interest in the matters that are before 
us. It is very unusual for one of our hearings to go into the after- 
noon» and we have to have permission to do it, as a matter of fact, 
from the Senate; but we have done it. 

I am aware that some of our witnesses have to catch planes, aM 
we will go and hear everybody, and the record will be completed, 
but we Imve two panels which are more or less interchangeable in 
the sense that we want to hear each of the six persons. 

Which of our witnesses has to be at a 3:00 plane or something 
such a that? Come fortb. 

Dr. Haybs. Dr. Hayes, from St. Edwards. 

Senator Moynihan. From Austin, Texas. Yes, indeed. 

Dr. McPherson. Michael McPherson. 

Senator Moynihan. And Michael McPherson. 

Well, there we are. And Dr. Eaton, are you here? Then come for- 
ward» and we will start with Dr. Hayes and then Dr. McPherson, 
just as it is provided in the program anyway. ^ „ , 

We welcome you, Dr. Hayes. As you know. Senator Bentsen has 
to be elsewhere and asked me to take this on, this legislation which 
I have partly been the sponsor of here in the committee. 

So, would you just proceed? You might wish to put your state- 
ment in the record and then summarize it for us. 

STATEMENT OF DR. PATMCIA A. HAYES, PRESIDENT, ST. ED- 
WARDS UNIVERSITY, AND CHAIR, TAX PCMCY COMMITTEE, 
NATIONAL ASSOCIATION OF INDEPENDENT COLLEGES AND 
UNIVERSITIES, AUSTIN, TX 

Dr. Hayes. Thank you very much. I would want to do that. 

Mr. Chairman, thank you for the pro-active posture of this com- 
mittee in trying to strengthen further the federal support for 
higher education. 

I am representing today the National Association of Independent 
Colleges and Universities, a group of over 800 independent colleges 
and sever^ other higher education associations that have support- 
ed this position. 

My university, St. Edwards University in Austm, TexM, is a 
2,700-student university with 1,400 full-time students and 1,300 
lirt-time adults. We provide the minority of the part-time adult 
education in the Greater Austin area at the baccalaureate and 
masters level, and our 1,400 full-time undergraduates consist of 21 
percent Hispanic students, about 6 percent Black, including 200 
students in a special program for children of migrant farm work- 
ers. 

The National Association of Independent Colleges and Universi- 
ties wishes to provide the strongest partnership with congressional 
efforts to develop a cost-effective form of a tax incentive for educa- 
tional savings, in part for the reasons that were mentioned this 
morning— the general economic concern with the level of savings 
in this nation Qess than 4 percent compared to the Japanese level 
in similar time periods, 17 percent) and in part because of the ter- 
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2Snt?!?f^!?*7"* documented this morning between student 
grants into student loans over the last decade. 

u^-*i^ i??®Hy ^Ppened in this period, of course, is that fami- 

?^ education, increased their buS 
^ All of the surveys suggest Sat 

J^! ^u^"^!^^- «»tljH8la8tic about the institutional efforts and 
mitiatives, but we feel that a Federal Plan is f^ 
sunenor for a number of reasons. 

I think the primaiy input we would like to give is in the form of 
SlI^hfi^^L'*^* "^h^ P^"» ^ eduStional sa^^ 
mT^in^ °^ ''l^lcl* were str^ this 

mining, others I thmk have a slightly different emphasiT^ 

h„?i!^«S^PH*?- ^ f^^^ *° access it ^thout a lot of 

7*"*°"* * psychological barriers, and a certain 
CTedibJity that my money is safe there and I understand that K 

i^riS SS^n^^JSJ,*^""^ high-powered thing that make? the 
average person nervous. 

At!ai !!^^vi^^ ^® repeatedly this morning: portability. 
i^JL *° comment on that. Portability o^behalf rf 

Choice, I thmk, sometimes nmes across as a kind of luxury "WeU 
If ttiey can get education, let them get it wherever it fiti." But I 

Sitf sS ffitu'sr *° « 

«JL^ 2^'*5J°?"'^ firstgeneration His .anic students are 
SSI ^S«^hS3 .Edwai^^niversity and more suSSsftS 
mere at 4700 students than they probably ever will be at the TIni 
verBitv of Texas at Austin of AB,oSo ^dL^ T^^u^h S^bet^] 

^hJrr, Jf r^W^*««^- And I think that really £ 

what is at the heart of portability. ' 

Pl«n -S^S '«*»e-actually, the distinction between the Michigan 
mSi.,^ educational savings plans that were talked about tliis 
wS^,if^„*L^° the^ning of the tai. incentive, and we 
SnlS^^r ""f?"^' ? ^'T^ educational benefits 

SI^rTS^lTllS.*^®'^ )^.,!^^®'? ™o°ey is invested. I think it is 
We7i,?^5®*?i'\*L* * it ^ on tuition and fe^ 

the best way to stretch the federal doUar. 

«n?ff.5" * f°i"t' of accessibility, that not just parents 

SS5 but grandparents and aunts 'and uncles Jan 

n«lnJ^^- ^ ^^'^ ''^ ^ to bee an era when the grand- 
nf^nJiSr? °° """^ prommence than we have ever seen, bicause 
?Li"*^^* ^^^'■'len they are putting on peipteinto 

their mid;year8. And we think any program that^ ideal iS toraM 
ctf educational savings should have the1,roadest levelTaSeMiS 

is SS^Ii^w"^**^ "^y^^ surround all of our testimony, 
Hu^t^^.^^^^ educational savmgs only and always be seen as a 
grants, work and loans, and never ia a substitute 
^l^.^^i.^^-^''^ of families that the Pell Grant 

to!Si :/ th^^^'ngaSxlu'S^ p"^"" ^ « ^'^pp^^--^ 
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I think of the plans currently under discussion, Senate Bill 1817 
is closest to those five criteria. 

The other three areas that were discussed this morning, I would 
just mention briefly our strong support for the comments you 
made, Senator Moynihan, on the urgency in Senate Bill 39 and the 
restoration of the Employee Educational Assistance. 

When you look at tlie students we are serving at the adult level, 
they are not wealtiiy; they are «» part of an important economic re- 
vitalization that I thhik is part and parcel of our national competi- 
tiveness. The fact that that kind of funding goes for people moving 
on to a job seems to me is much more oriented to the future when 
we estimate that students will be taking on four or five career 
changes after they graduate. 

I think the negative message that has gone out evexy time Sec- 
tion 127 has lapmd is certainly a disincentive to students, but it is 
also a disincentive to that source of private capital which helps 
some students go to college— namely, the corporate sector. 

I would reply directly, I guess, to the concern of Treasury, stated 
this morning and that is that there is a problem of horizontal 
equity with 127. 

The students that don't get corporate support get great support 
from the institutions, again, where all data shows there are higher 
and higher levels of institutional aid. To take the corporate) support 
away simply puts more burden on the institution. 

So I would like to affirm tliose corporations that are able to give 
private capital to this effort in the strongest way, knowing that 
some will not be able to. And, again, there will have to be increas- 
ing amounts of institutional aid available. 

We would also like to encourage Senate Bill 628 to be considered 
seriously, the deductibility of interest on student loans. Again, 
those folks graduating with $10-15,000 worth of loans have sacri- 
ficed greatly on behalf of higher education, and it seem that the 
spirit of the Federal position on education is bettev supported by 
maintaining that part of the Tax Code that was reversed under the 
Tax Reform of 1986. 

Lastly, a similar case where it seems that the great Federal com- 
mitment to education is being somewhat undermined by the tax re- 
vision, the taxation of fellowdiip and scholarships. 

Thank you very much. I would certainly be happy to answer any 
questions on any of these issues or others. 

Senator Moynihan. We thank you. Dr. Hayes, and as is our prac- 
tice, we will ffo to Dr. McPherson next. 

[Dr. Hayes prepared statement appears in the appendix.] 

Senator Moynihan. Dr. McPherson, welcome. 

STATEMENT OF DR MICHAEL S. McPHERSON, PH.D., CHAIRMAN, 
DEPARTMENT OF ECONOMICS, WILLIAMS COLLEGE, WILLIAM- 
STOWN,MA 

Dr. McPherson. Thank you, Mr. Chairman. 

My name is Micliael McPherson. I am the Chairman and a pro- 
fessor in the Economics Department at Williams College in Massa- 
chusetts. 
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tn'^!l!!i!!fi^''^ *i comment on are those that aim 

tha?SJ%! """^ ^ providing tax preferences for 

Encour^ sa^ is a worthy goal, but I, like many economists 
and hke Senator Bentsen this morning, have serious reservations 
about using tax preferences to achieve ^at goal '^'^"lons 

thm..dh^K2^'^'«R*^® reduction in tax preferences accomplished 
nwiS^fW li-^ ■^.5"'^ " achievement, anS I am 

Let me note that there are alternatives to using tax preferences 
t^«Mh!^u P^^^ and saving for c^llegTafth^n S 
SSiiStel jurisdktion of tWs 

wiS^fn^ifr"-*^T expanded fundmg for grant programs. 

Math reforms m the programs that would encourtie pareSalSi- 
vestment m education, as well as the possibUity of direct federal 
P^^oT "^^'^ mateh famify sk^^^ iilome 

KjJrS"! noted those however, let me turn to comment on the 

<=o«>«>ittee. The bUls differ in thrJmaiS 
w»ra that I want to comment on: 

whiirii^SSV" fe^ '^1* according to family income 

while others do not. No social purpose, I think, ii served by provid- 
SfdX^rr?*" to affluent families who can and do read^ p^t 
aside money for coUege without such help. It is also true that biUs 
that lack any kmd of income limitation are consideraWy more 
cMtly since we know that people with relatively high "compare 
S^fll^f^tT^^ of tax-«referred sa^vS^ insSZeniJ 
oecond, some of the bills are much more expenfiive in tax coa4» 
^an others. BUls that both exclude contributte^ to SSti^ 

froTtt.t^Z^f.nS'" ^ .P«™i* ^-^^ distribu?iS 

feTi?Zwf°""*ti,"® providing quite generous tax benefits; in 
fhpVr^ot something like three or four times as generous as 
treatment that was untU recently accorded to IRAs in the Tax 

nl^SS^fV.^"®.!?^ administratively much more com- 

ph^ted than others. The creation of new financial institution or 

b«nk??r«T^ "^ ™'"^"*"' °^ °f trust agre,m«?te foJ 

eTtf pSLibl?."' ' "® something that shJul.1 be avoid- 

nrSl^l^f''*'"'*^ "'*® committee advocates any tax 

mS!^ j» 8avinp,,any program it supports should be kept 

operatfon, understandable to the publk, 
and limited to families of modest means. f « 

nedf'p^l ^t^"^' sponsored by Senators Ken- 

muL. 2L*"*l^**^^"^' ^ "^^1^ ^ several members of this com- 
mittee, seems to me to come closest to meeting these criteria 
I must say that I would be stUl happier with thebiUinte income 

and tuition prepayment plans which miglTt qualify for favSabll 
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Federal tax treatment Governor Blanchard of Michigan talked 
about one of those plans earlier today. 

Rather than, as currently, leaving it to the States to design inge- 
nious plans with the hope of a favorable IRS ruling, it would seem 
to me more desirable that Congress should pass legislation that 
makes clear just which kinds of State or private plans, if any, de- 
serve that kind of favorable tax treatment. 

I would underline that the kinds of plans that are under consid- 
eration in many States, if they receive as favorable tax treatment 
as they hope for, would involve potentially quite large Federal tax 
expei ditures. Certfidnly if all the States that were in red on the 
chart this morning turned blue, the total tax expenditure could 
well be higher than some of the bills you are considering at the 
federal level. And I believe Congress should clarify and decide ex- 
plicitly what kind of plans it believes are worthy of federal subsidy. 

In conclusion, let me note that getting families to plan for college 
in both financial and academic terms is itself to a large degree an 
educational task; at least as important as any financial incentives 
that govemmentis may provide is the job of helping families learn 
to thLik about these issues in a longer time perspective than we 
have traditionally done. This is a task in which educators, commu- 
nity leaders, and governments at all levels can share. 

Thank you. 

Senator Moynihan. Thank you, sir. That was a model of an 
economist's concision. 
Dr. Eaton. 

[Dr. McPherson's prepared statement appears in the appendix.] 

STATEMENT OF DR- JUDITH EATON, PRESIDENT, COMMUNITY 
COLLEGE OF PHILADELPHIA AND CHAIRPERSON, AMERICAN 
COUNCIL OF EDUCATION, PHILADELPHIA, PA 

Dr. Eaton. Thank you, Mr. Chairman. 

I appreciate the opportunity to testify before the committee. I 
will Kx;us on the Employee Educational Assistance issue, and I 
wish my statement to Be part of the record. 

Senator Moynihan. That will be done. 

Dr. Eaton. Thank you. 

My name is Judith Eaton. I am President of Community College 
of Philadelphia, the present Chair of the American Council on Edu- 
cation, past Clmir of the American Association of Community and 
Junior Colleges. I am also testifying on behalf of the more than 200 
organizations forming the Coalition for Employee Educational As- 
sistance. Thus, I have the privil^e to represent industry, labor, 
and education interests in educational opportunity for minorities, 
for low-income individuals, for part-time students, for women, for 
those who have been in the past educationally neglected. 

The Coalition and the organizations also support the higher edu- 
cation community's positions on the Education Savings Act, elimi- 
nation of tcucation of scholarships, and restoration of deduction of 
interest on student loans, to which my colleagues have po ably 
spoken. 

We talk today about the Employee Educational Assistance Pro- 
gram as assuring that training costs paid by employers to help em- 
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ploj^ unprt.j job skills are not taxed a£. employee income. We 
have Kpent less time focusing on the need to efimmate the MnSu- 
Hp^St ^f*7Jf*8^*^°? 162-5, which requi^ empSSL 
&i S^Sl^*^*® educational assistance was rtrictly job-rel/ted. 
confusion, vl my mmd, produces two problems: 

«ro^«n PJ*^^'"* T'® i™^*®^ restrictive job descriptions 
areactually denied access to education. 

-fff^i^ISP^^®"' of ^ compUcated procedures associ- 

™^rL?*®4?"*^',"* discouraged from offering the pro- 
grwn— it ftakes time, it takes paperwork. 

nrSSl™^°°i.?V « ^ difficulty. But why have the 

f-^^5i f reasons: It ensures competitiveness; it 

18 an efficient and effective means whereby we maintain the qual- 
counti?r"'' ^ of very great concern throughout the 

^.S^rf'^'iS encourages educational access and workera' upward 
^X SL "^^2 *e most-the lower-paid, those 

hlSr^^^T*^®'^ profess pnal, those with jobs witVlittle in- 
herent growth-have opportunity for advancement and develop- 

Tiuiti, the Fmployee Educatioial Assistance Program encourages 
res^h. ri'ition remission for graduate re- 
Swfi A ^T'-^ would be, once again, able to function, to pro- 
vi^ leaders in science^ technology, business, and government. 

£f Kw*^u"^®S:^ *° miUion employees who 

J^.S,^nW« ^"^^^ P'^^^ l t^e%t nine 

^^"^ an estimate? $70 miflion iTtuition 
cwrts to assist these people over he years. 

The Senator also referred to the 1985 survey handled by the 
Araencan Society for Trainine and Development. The survey ft^ 
^^r.f^ employee educational assistance. He pointed out that 72 
percent of the employees taking education and training courses 
Sr SiS^Sffl ^ year I?I may, I would like to Sd a ^ 
otner pomts from that survey for the committee's consideration- 

nJr^lf^^'^T P®''"^"* respondents to that ..urvey have edu- 
cational assistance plans. 

th?oute^t.^°"''^* ''^ * ^P^®' I a***™^, at 

on^tl^h p ^/J""*!" "™P^ 1^ institutions public and 
FsT^n^r f"^® of employees from a mere 43 to 100,000 and 

T r^P^"?? ™*® ''a? about 85 percent-veiy, very high. 
«f't£"^ extremely interestmg, Mr. Chairman, tfct 91 percent 
of the respondents cited their local community college as a pro^- 
er of educational assistance courses. This is Mpecially sim&icant 
in my view, given the issue of educational eqJty^^ XSd 

f^f*'*"" "'"^ This is an unusuaJ and important 

asset to their ensuring their own personal growth and (fcvelop- 
ment, to ensuring the opportunity for a variety of careers. 
»ip Pe'^ent of tKe respondents said educational assistancf 

^CB^ATfl^A PerforTnance on the job, and 54.8 

percent of the respondents said educational assistance helps em- 
PiSf^f i^'^^^^l'? ''^H like reading and writing That, tSTis an 
issue of co^ideration before this committee this morning. 

Id /.^ 

00 
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Thank you once again for the opportunity to address you on this 
important issue. I would be happy to r^ ^pond to any questions ^ou 
may have. 

Senator Moynihan. Thank you. 

[Dr. Eaton's prepared statemei^t appears in the appendix.] 
Senator Moynihan. I want to say again that, if we seem to be 
compressing your appearance here, it is because the people you 
really most need to nave with you in this body, which are the 
fellow Senators wanted to speak basically on your behalf. 

Two things. It is anecdotal and not much use in itself, but I have 
been struck in the last five-six-seven years at the degree to which 
we — it may just be an impression^but we seem to be d^ressing in 



I will say again, I went to high school in East Harlem. That was 
free. And I graduated, in 1943 I guess, and went to City College 
which was free. We established City College in ^848 to provide a 
free education. I went in the Navy, came out of the Navy and had 
the G.L Bill, and a FuUbright, and just never stopped going to col- 
kge until I finally decided it was tmie to grow up. And the after- 
math was a more than normal supply of textbooks that I accumu- 
lated along the way. 

Whereas, we find young people, coming into what ought to be 
your good years in life — you are out of college, before you have to 

f:et married— and they spend their time— you know, the back of- 
ices of all of our Sent tors are filled with very able youngpeople— 
thinking about how they are going to pay their debts. That time 
comes soon enough, when you nave a car, the house, and children. 
But there they are. It is a mystery to me. 

I have \wo questions here. Dr. McPherson, we will put you right 
in the middle, because Dr. Hayes and Dr. Eaton are both heads of 
institutioi.^s one in the public sector and one in the private sector. 

I would ^Ike to record, while I certainly can't say it to be the firm 
view of this committee, that certainly we are aware that the 1986 
tax legislation was not friendly to eclucation and particularly m- 
friendly to private education. And Dr. Eaton and Dr. Hayes, you 
reT)resent those groups. 

^fhe Treasury Department, prior to— I don't know if you know 
the technicalities, but it is important— prior to the 1986 legislation, 
the private institution like St. Edwards under our tax law was de- 
scribed as an "exempt person," and it had the same status under 
the tax law as your community college in the City of Philadelphia 
as in the Sta^c of Texas or Massachusetts. We stripped that away. 

That old dictum of Joseph Shumpeter ?bout what will change 
modern society is not some socialist upheav \1 but the steady con- 
quest of the private sector by the public, if we don't restore that 
equality condition as, say, between Stanford and Berkley, in 30 
years time you are not going to recognize Stanford, and we are 
going to be missing a lot of the institutions that are there now, 
which are a treasure, I think. Would you not agree to that? Just 
the steady grind of different levels of access to capital, access to fi- 
nancing? 

Dr. McPherson. Well, I do agree that the 1986 tax law was hard 
on higher education and harder on private than on public higher 
education. And I think it is always a worry if you wind up in doing 
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f/^fe°^ individuaUy look veiy sensible but add up 

to putting a realturden on or changing in an important wav the 
baW between acUvitiee that yoiTcSTabout 
fhii^I^^ ^I^V^, ^ew of man. economists, is 

l^^u^UT" provisions were not such soci^y 

hX?iS.^ *^ aocomplishtog the worthy efforts towaitl support of 
hujer education, and it would be attractive to think about otherwavs 

tS^^S^^' ^ 1- havTwitH^SSe^ 

£ai «»iik1jj1keW 
to Bive support back to that activity. c way 

Senator MoYNiHAJNr. I have to go and vote. You have to get back 

Sffih?»lS^^r. ^ 

voS^^Sl^/''n«'[?7i""*'** ^*"* j'o^ curtesy. We very much value 
SSLTK^«^i'°-.u^''?u^"- ^® ^^^^ of educational 

Si Zi^ f "V***^ committee in the next few years, and 

Tp^v ^^^t"" with you. We thank you for imin^ kU 
&huSl ' Berkshfires and fWthe 

We wiUstond in recess until I return from the vote. Thank you. 
l^e questions ajppear in the Appendix.] 
[Whereupon, at 2:31 p.m., the hearing was recessed.] 

AFTER RECESS 

Senator MoYNiHAN. The committee will return to session. 
thir^ that IS our last vote for some time, so we can be assured 
that our remaining witnesses will have a full opportunity to have 
th«ur views presented and encouraged ^ 

DiS^ bJj^JSolI °" ^f^f^ today- '^^''^ of "'^^"e were 
thSmStCT ^® Senators who wished to be heard on 

So I am going to ask Mr. William L. Davis, who is the Secretarv- 
Tr^urer of tL South Texas Higher EducaTSn AutL^^. 
HS^;wS^t&°"n]ii:*Hj°°S' afternoon, sir-the Honora- 

^J^I 5®Pn' yo*» able to be here? Senator 

Chafee is on the floor at thi^ very moment. Mr. Be-rin. 

Mr. Begin. Yes. 

Hn'?i!f*°'*r^*'^i*^ afternoon, sir. Senator Chafee men- 

Shlil^ «n f rhaos you were in the room, that he would be 
h^il £k ^ amendment this afternoon and wouldn't be able to be 

t'h'vl^f "mrenr " " "^'"^^ ^ ^ 

Hp^f «„H ^S' ^^'Z^'^y' ''ho is the Executive Vice Pr«si- 

pt^nVfSJ financial Otlicex of the College Savings Bank of 
Princeton, New Jersey. Dr. Finnerty, we welcome you. 

sch'SlulZ S?1)Sis'Jou"^ieK~"*"^ *° ^^"^ ^ ^'^^ 

aZ'I:!^'!!^^ ^^^^ WJLLIAM L. DAVIS, SECRETARY-TREASURER 
SOUTH TEXAS HIGHER EDUCATION AUTHORITY, McALLEnIto 
Mr. Davis. Thank , ou, Mr. Chairman. 
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My name is William L. Davis. I am Secretary-Treasurer of the 
Board of Directors of the South Texas Higher Education Authority, 
and I am here to testify on the use of tax-exempt bonds to finance 
student loans. 

In essence, the amendment to the Tax Code that was sponsored 
in 1976 by Senator Bentsen to permit the issuance of student loan 
bonds to finance educational loans was then perceived as a local 
problem in South Texas. As the Senator said then, "If you are veiy 
rich and have a talented child you want to send to college, it is no 
problem. But for that group in the middle, if you have one, two, or 
three you are trying to send to college, it is tough, and a college 
education is slipping out of the grasp of the middle-income people 
of America." 

In a nutshell, we found that virtually the only program available 
to middle-income students was the loan program authorized undei 
the Federal Higher Education Act of 1965, under which primarily 
private financial institutions make educational loans. The problem 
was, however, that few loans were granted, and understandably so 
because, one, the interest rate on loans was restricted under law to 
a below-market rate; two, there were burdensome servicing and col- 
lection requirements imposed program r^ulations; and, three, 
for small-balance installment type loans the term of repayment, 
which is up to 10 years after separation from school, substantially 
exceed normal bank lendingpractices. 

The South Texas Higher Education Authority was created to ad- 
dress these concerns, by providing an effective secondary market 
for student loans. It was the first of its kind in the nation, and I 
am pleased to report that it has in fact accomplished what Senator 
Bentsen set out tor it to do for South Texas. 

The banks and other lending institutions of South Texas did re- 
spond to the concept, and the Authority has now supported lenders 
in providkig finandng for 25,736 students who are in attendance in 
more than 790 institutions of higher education. 

The people of South Texas are grateful to Senator Bentsen for 
making that possible. But not only have the people of South Texas 
benefited, but because of the adoption of the Bentsen Amendment 
39 States and the District of Columbia and Puerto Rico have also 
utilized the approach to meet this specialized need within the 
broader scope of educational financing. 

Today the key issue is not so much whether to permit tax- 
exempt financing for student loans, but rather xmder what rules 
and conditions will tax-exempt financing be permitted? 

From the issuer's perspective, and most likely because student 
loans represent such a very small part of the total tax-exempt fi- 
nancing picture, we operate under a structure of rules that was es- 
sentially designed to fit programs that involve either, one, the fi- 
nancing and utilization of physical facilities in an ongoing pro- 
fip*£un, sudi as municipal utility facilities, but, and an essential dif- 
ference, where the issuer can control program or project revenues 
by setting its own rate schedules; or, two, the financing ot physiccd 
facilities such as industrial facilities, in which there are virtually 
no ongoing operations of the issuer as such. 

There is a tendency to assume that student loan bond programs 
should be able to operate under these traditional structures. We 
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^^r'^^/v^!^ u^derstandiMf, however, as you seek to 
JS. o^*^ ^^J®"* control tax expenditure subsidies via new arbi- 

^J^\J^^^' "n<ler present law, after December 1988, student 
J T?®" '^o'-a be required to rebate any income in excess 
^in^ ♦ °" non-purpose obligations earned during the co- 

called temporary or temporary bond use period. 

♦S^i^Tu^"*^"'^. offering his 1976 amend- 

^^c^'^ ***** the operation of this program doesn't require the 
^^11°^ additional or special appropriations by Congress. The 
prograinfuUy pays its own costs out of operations, out ofthe differ- 

®°^„!wT" '*^®"'f° *^ ®" i? of Propani operations. 

btudent loan oond authorities were not designed to have and do 
not have accras to sources of iunds outside ofdirect program reve- 
nues to pay the cost of bond issuance and program operations Al- 
though they operate under the supervisoiy control of State and 
to^ governmental units, they do not have taxing power, for exam- 

e8t^?fii°^ij^"*^®"iJ°^.*^"'? T"^" "^"^ the inter- 

est rat^ charged or educational loans to recover these costs, be- 

STJ wj"*^^* °° ^"*^®"t loans are set under the Federal 
iiigner jsauc ution Act. 

i*'"??®"*^^^/****"* H®"^ ™ recognition of the unique 
fiSJ^jSTf °^ *>/"^1°* P»^^ and in support of roa- 
«A^o^!?* ^^^i financing in Pennsylv^ and in 
oti^er states, sponsored the provisions in the 1986 Tax Reform Act, 
JjfcowP!^°'''ff^ exception to the new rebate rale generally ap^ 
phcable to other types of tax-exempt bonds. ^ 

intn^^ wS®?^^ ^"**°'* Mitchell of Maine, who has recently 
l^wlation to make permanent the exception to the 
rebate rule, so as to permit student loan bond issuera to cover their 
cost ot issuance and operation where necessary, and only where 
necessaiy, through retention o: income earned on temporary in- 
A?"^^ temporary bond use period. This is a most 

andfundamental requirement that needs to be recognized if this 
l^^c u '^^ continue to contribute to meeting the 

needs of higher education in America. This is true because the 
Dond-rating agencies require that in any event an issuer be able to 
Sfi^iSffk * ?S ^i® *° its "non-asset bond position," 

V® difference between the amount of bonds issued and 
the amount of b-ad proceeds received. An investment-grade rating 
^^^X^^jft^ an issuer under any set of assumptions to the 
Unfortunately, absent the abUity of an issier to retain 
m^tment mcome during the ♦emporary or bond-use period to 
awi.,? non-asset bond posi n, the issuer cannot m^ that 
fi?^yfa ^ ^^""^ income i^ required to be rebated, and the 

ffi- Zf^H ^ *o *«l"i*^ student loMs, 

thisw referred to m the "non-ongination scenario," and it is in fact 

fKMi^rP^^'^i^'^y- Why? Because there can be no guaranS 
that educational loans, -.vhlch with certain limited exceotions are 

hSr^rJ"* R"^"* *°> "^^^^ the d^Uveiy of 

SSnTl^T^i*^*"* '® *y originating lenders, or that if made 
will actually be conveyed to the issuinglSthority. This is becaS 
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on the one hand, lenders may, for a variety of reasons beyond the 
control of the issuer, decide not to continue making loans. 

For example, legislative or rrsguiatory changes in the Guaranteed 
Student Loan program, or by virtue of changing capital market 
conditions. Or the other lenders may decide, if loans are made, not 
to seU such loans as originally anticipated within the permitted 
bond-use period of a particulai student loan bond issue. 

There are several other issues that are of concern to student loan 
bond issuers: One is the cap allocation that came about as the 
result of the Tax Reform Act of 1988. 

I have to report that, as of February 16, 1988, the State of Texas 
has exhausted all of its cap allocation for the calendar year of 1988, 
no more than a little over a month and a half into the current 
year. The South Texas Ifigher Education Authority at the present 
time needs to issue additional bond3 to continue its financing pro- 
gram but will not be able tado so until or unless an additional cap 
allocation is made available. 

On tiie otiier hand, there are probablv some States that this year 
will not use fully, in the course of the full year, their full cap allo- 
cation that is available under tiie existing rules. 

The result, simply, is that there is a disparity in treatment as 
among students that have equal qualifications and should be given 
virtually the same right of access to financing. But there will be a 
disparity of treatment as among students in being able to access fi- 
nancing for higher education. 

Of course, there are several alternatives, perhaps, to the existing 
cap rule. One is to take student loan bonds out of the existing cap 
rules. College billing facilities are out of the cap, for example. Or to 
provide a separate cap for educational financing; or to develop 
some other scenario of alternatives for controlling volume where 
the amount of bonds that would b3 issued would be the same 
volume, but where under the special characteristics of the student 
loan pn)gram might be taken into account, such as limiting an in- 
surer to only financing the needs of a certain percentage of the 
total population of studfent residents vidtlun the area that that par- 
ticular authority serves. 

Second, we have some degree of problem with the permitted 
bond-use period. We used to nave a 36 month permitted bond-use 
period. That rule, as a result of the Tax Reform Act of 1986, was 
reduced to 18 months. In effect, what you have, in order to get the 
same ne^ bond proceeds available to make student loans, vou have 
to do two separate issues to cover the same amount of total net pro- 
ceeds thatyou would otherwise have available for student loans. 

The difference, though, is that the total volume of 1 "nds to 
obtain that same amount of net proceeds has to increase, meaning 
that there are economies of scale in larger size bond issues, that 
the larger the issue, the smaller percentage of that actually goes to 
cost of issuance. So, there are emciencies and economies m larger 
scale issues. And quite fi*ankly, we probably ^ould tend to support 
an even longer bond-use period— for example, in that the normal 
course of instruction at the undergraduate level would be, say, four 
years. 

And this is a program in which we are providing an incentive to 
lenders to make future loans. Just as the students need oommit- 
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ment for their course of instruction, lenders also look to hiuher 
SiS r ^ ^ f^^^ ^ that thie wiK 

Lasdy, Senator Mitchell's recent biU would expand tax-exempt fi- 
under the student loan program to inS ^^StS 

This has developed, particularly, by virtue of the fact that there 
are income hnuts under the Guaranteed Student Loan pf«r^ 

When we started the Student Loan Bond Program in 197P we 
^r%S?^/^^"5 Jtdddle-income famUies in^^^of Mm 
^^m^' i""* ^"^^^ *° about $56,000 kT income. So 

mcreesingly so, the Guaranteed Student Lotm^hwram imSr tS 
H«her Education Act is shifting from middSSiJSS,^^^ 
KSir^n ilT®'*'"*^"® financing, and the middle-income LS^ia 
back m the position th.->t it was in the earUer years, of beinir with- 
out acca" to financing for higher education. ^ 

Additionally, there are students who are attending ooUegia and 
m^'SS^iSlf" *P of education is in exceslo^hf^S 
mum permitted under th« Guaranteed Student Loaii Program 

^^aU^^SaSlS^^^l^°'J^ and second years ofX^I 
ance at utstitutions of bgher education, and increasing to $4000 for 
tl^thira and fourth and fifth year, and then $7500 pfr y^ Te^ 

ftivate colleges and universities, in particular, have costs of at- 

thr^^of?vS*&W°^ ■^'"'^ other subsidy on 

sta^m^t SaTi KsS^tSJ. ""^"^ """^ ^""^ ^ 
Senator Moyothan. Which we will put in the record and we 
Mr. oT^^'JSfiSt'^ ''^^^ yTS'tS end 

Senator Moynihan Mr. Begin. 

[Mr. Davis' prepared statement appears in the appendix.] 

STATEMENT OF HON. ROGER N. BEGIN, GENERAL TREASURER. 
STATE house;, PROVIDENCE, RI 

Mr. Begin. Thank you very luach. Senator. 
State of^^nHlflte ^ ^°e"-al Treasurer o' the 

swSk wJj?rt,?Sf *^' ^ smcere^ appreciate the opportunity to 
^rrS?ui^?°"^^ on a subject which I belie^^is very im- 
SS^ °^ nation-that is, affordable highe/X 

Without a wellHBducated work force, our dreams for a better 

areata Sril "^nd^^S '^^^^^^ and fTAZTtcJ^i 
ft^«, oiV intense competition we are experiencine 

from an quaiters of the globe points out how vital it T^rm & 
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develop our most important resource— the intelligence, imagination 
and creativity of our people. 

We in New England learned long ago that our future was tied to 
our education system, particularly institutions of higher education. 

Recent national trends, however, contain some ve^ ominous im- 
plications. College tuition increases have exceeded inflation and are 
expected to continue to ^ so. 

Tuition costs at public institutions between 1980 and 1984 rose 
by 49 percent, while family incomes rose by only 29 percent. Com- 
pounding that problem is a decline in federal assistance provided to 
students and their families along with a shift from grants to loan 
programs. Further compounding the problem is the fact that Amer- 
icans as a whole just do not save mucn of their income. 

We may now be approaching the point where the percentage of 
high school graduate able to go on to college will actually begin to 
decline, and those who are able to go on may find themselves heav- 
ily in debt The implications of such a trend are truly alarming. 
Indeed, I believe we simply cannot allow that to happen. 

The States have been ag^essive in taking up this challenge. The 
Federal Government, as evidenced by this hearing this afternoon, 
as well has begun to recognize the seriousness of tlus problem. 

There ar^ a number policy issues relative to college savings 
programs which need to be considered when developing a specific 
program. 

F^t, we must remove the disincentives for parents to save for 
thrir children's education. Presently, if you or I had the foresight to 
put aside money each year for education, in most instances the in- 
terest on those funds would be taxed at both the State and Federal 
level. Further, those assets would be held against us when our chil- 
dren apply for financial aid. These policies discourage savings and 
lead to reduced educational opportunities along with contributing 
to increased student debt 

Second, it is my belief that any program must preserve the free- 
dom of choice?. The prospective student should be able to attend any 
public or ind^^oendent college, whether in-state or outH)f-state. Pro- 
grams which construct barriers to free choice will balkanize higher 
education, and in the long run will not serve the public interest. 

Third, we need to recognize that any solutions we propose must 
take into account that each fan^y has only a limited amount of 
resources available for education. It is important that these re- 
sources be invested wisely. Federal and State programs should com- 

Element one another, not compete with each other. Programs must 
e flexible and adaptable to changing conditions. 
In Rhode Island, we have developed a plan which does four 
things: 

First, in order to encourage people to save, we plan to issue col- 
lege bonds— that is, small denomination tax-exempt ''zero coupon'' 
type general obligation bonds of the State. These Donds will be of- 
fered to average-mcome families. We hope that by making it at- 
tractive and easy to save, we can encouri^e parents to plan ahead. 

The success of the Illinois program indicates a great demand for 
this type of college savings plan. The flrst $90 million in college 
bonds offered by Illinois this past January was oversubscribed by 
300 percent 
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rJ&n7L^S?**®.i° ^regard the first $25,000 in Rhode Island 
college Bonds from the financial asset test when awarding State 
scholarship grants. This nemoves a disincentive for savS^id 
ther enhances the attractiveness of the college bonds. 

nrS!fi ''^ P'S^ ^? '^'""S of our State scholarship 

g<«ram over the next four years. Grants would be increased from 

Sit,?S?°v.o^'' ^aT by the year 1993. This 

actaon will help address ihe problem of declining federal assistance 
,Jj^' proposing that interest earned on special «iuca- 

tion accounts be exempt fi^m State taxation 

Jw^^T.?"*^^ P™y^*^f^ "^"^^ sensible ions for 
gS<il b^iSS^. ^""^"^ ^b®"" education, they are clearly a 
But despite aQ this activity, the Stat^ alone cannot shoulder the 
entire burden. We need the support and the coo^raSon of thfrS! 

SSST A^Hv" "f?J° "^''^'^ as partners to aJd^S^ 
W^«?I^ Additional federal grants to students are a priority. 
SLl^Zl^w'.t? leadersliip to encourage savings for education 
costs by removing the existing disincentives. 

loSd Tlif^iT®"* make U, higher education should not be 
looked vron as an expnse but as an investment in America's 
fotare, t u investment that will return greater dividends in years to 

thffiiTu,IC« IJ^.K^^"*?'*^ ^"*!?^> "s remember that 
IlniSSToS *° those who prepare for it. The Congress of the 

SSL^rl^fJr^MP^'^^*^ ¥p "i^«o°s of Amen- 
ds to^^S by taking decisive action at th?Federal 
level to support higher education and to encourage parents to plan 
and to save for their children's education. paren« lo pian 
hi^%^°^ u^^}^ oppoi-tunity pass us by. The stakes are too 
^nri^uT"^^^/^^ ^^""^ Of our country. Amerfca 
Sf?o.^T" ?™ prosperous only as long as we niintain an 
imormed and well-educated citizenry 

^''^ ""^'b for this opportunity to speak, and I, too, 
wJl be happy to answer any questions you have. 

Hon ?J^r^'i™.?5^\^°" * "a^el of controlled presenta- 
tion—the lights did not come on. 

yoJ^brSSt iionfr '"PP^*^^ ''bi*^^ 

wita^ today'!"^*'*' ^° *° ^°erty, who is our last 

apSSriSr^p^nXf ^"PP^'^^"^ 
STATEMENT OP DR JOHN D. HNNERTY, EXECUTIVE VICE PRPm 

Dr. FiNNERTY. Thank you. 

tei 7o^^i^ of the members of the Finance Commit- 

tee for giving me this opportunity to discuss the role the private 
sector can play m helping resolve the college savings crisis. 
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Briefly, I am the Executive Vice President and Chief Financial 
Officer of the College Savines Bank, a New Jersey-chartered FDIC- 
insured savings bank located in Princeton, New Jersey. 

The College Savings Bank was formed for the primary purpose of 
originating and maraeting the CoUegeSure CD, a certificate of de- 
posit designed to assure future fundir^ of college costs. 

I am also an Adjunct Professor of Business at Fordham Universi- 
ty. 

Mr. Chairman, most parents feel obligated to contribute toward 
the cost of their children's college education. Based on a recent 
Roper study, only about half the families who plan to have one of 
their children in college are currently saving for college, and the 
median savings level is under $600 per year. Even among families 
earning $30,000 or more, only 70 percent are saving for their chil- 
dren's college educatio^i, and the median savings level is roughly 
$1,000 per year. Those who are not currently saving for their chil- 
dren's college education but plan to do so later expect to start 
saving when the child is 12 years old, which of course only leaves 
six years to save before the child matriculates. Such savings pro- 
grams are likely to leave families financially unprepared to pay for 
their children's college education. 

As college costs soar, more and more families are struggling with 
the task of planning how to finance the cost of their children's col- 
lege education— a cost that threatens to escalate beyond their 
reach. The persistently high rates of college inflation present an im- 
posing challenge. 

At the current college inflation rate, direct charges— that is, tu. 
tion fees, room, and board— for four years at the average private 
college will cost a member of the Class of 2004 more than $125,000. 
And if you want to send your child to an Ivy League college, you 
will have to double that to cover the total cost. 

Senator Moynihan. And you mean double that at Princeton? 

Dr. FiNNERTY. At Princeton, it will cost, for a member of the 
Class of 2004, at current inflation rates, about a quarter of a mil- 
lion dollars for the total cost of four years. 

Start saving now. 

Over the past 30 years, college costs have increased substantially 
faster than personal saving per capita. That gap between college 
costs and family savings is widening at an alarming rate. 

Within the past decade alone, college costs have more than dou- 
bled—that is, they have increased faster than disposable income 

Eer capita— but during the last decade, personal saving per capita 
as only increased about 16 percent. 

The widening gulf between college costs and college savings is 
the result of two primary factors: tne very high rate of college in- 
flation relative to consumer price inflation generally, an^ the 
sharp decline in the personal saving rate since the early 1970s. 

College costs in fact have increased substantially faster than vir- 
tually ^1 consumer prices, but more or less in line with the alarm- 
ing rise in the cost of medical care services. This development re- 
flects many pcirents' worst financial fears— having one child in col- 
lege and a second one in the hospital. 

To illustrate the seriousness of the problem, if the average level 
of personal saving for a typical family of four were dedicated en- 
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tirely to pay college costs for the two children, it would take about 
eiKht years savings to fund direct charges at the average private 
oolite— and that is an increase of about two-thirds over the last 
decade—and it would take more than three years' savings to fund 
- direct charges at the average public college, and that is up about 50 
percent from a decade ago. 

Coll^ costs are likely to continue outpacing consumer prices by 
a wide margin m the future. If present trends continue, college sav- 
vam will prove inadequate for the vast m^ority of families. 

Families need effective college saving vehicles and appropriate 
savmg mcentives to help them reach their college goals. In design- 
ing an effective collie saving vehicle, two characteristics are par- 
ticularly important. The vehicle should generate adequate after-tax 
returns to pay for college costs. 

Firat, what after-tax rate of return can the investor expect to re- 
aiaef And, second, how much college infxation risk does the college 
savmg vehicle eliminate? 

A program that grants tax incentives but does not do anything to 
help alleviate college cost inflation risk fails to address the second 
question, and may in fact have little impact on the volume of col- 
lege savings. 

*u i?E^*™f, ^^^^^ cost inflation risk is very important. During 
the 1980s, college inflation has exceeded consumer price inflation 
by ail average of 4.5 percentage points per year for private institu- 
tions, and by more than 2.25 percentage points per year for our 
public mstitutions. On an after-tax basis over the past 30 years, 
only common stocks have produced sufficient rates of return— and 
even then only on average— to keep pace with rising college costs. 
And as the events of October 19, 1987, make abundanthr clear, 
common stocks are inherently a very risky investment. They 
cannot provide the assurance that adequate funds wUl be available 
when needed. 

The situation fMnilies face has worsened over the past 10 years, 
uuring that period, the twin problems of high collie cost inflation 
and mcreased volatility of college inflation have converged. As a 
result, when you look at the savmgs rates of the last 30 years, you 
I?* , . in y ^" \ovreat savings rates are concentrated within 
the last 10-year period. 

Addressing the risk dimension of the problem is critically impor- 
t^t, and unfortunately, none of the bUls that are before the Com- 
mittee would address that issue. 

Granting a tax incentive to college saving may help promote 
saving, but it represents only a partial solution to the problem and 
the tax incentive by itself might not augment college savings very 
much. A recent Roper study found that fewer than half the re- 
spondents would save more if the Federal Government granted a 
tax break for educational savings, but found that three-quarters of 
the respondents said they would shift existing savings away from 
other vehicles mto the tax-advantaged account. 

The private sector can play a significant role in helping families 
eliminate college cost inflation risk. Currently, there is a product 
on the market, a specially designed FDIC-insured CD, that enables 
tamilies to completely eliminate this risk. However, that product is 
fully taxable. 
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Achievinf; the most effective college savings incentive will no 
doubt require the cooperation of the public sector and the private 
sector. 

I would uree the Committee, if it confers a tax subsidy on collie 
saving vehicles, to establish a level playing field for all collie 
saving vehicles. 

At least two approaches are possible to achieve tax-exemption. 
First, a State can use its current tax-exempt bonding authority to 
issue tuition prepayment products that are tax-exempt and that 
eliminate the consumer's college cost inflation risk. Such program 

groposals have been announced in Califomia and Massachusetts, 
uch programs could be endowed with the critical features needed 
to spur college saving without any additional cose to the Federal 
Government. 

An alternative approach could be developed at the Federal level. 
A Federal plan coma be more beneficial to savers than a potpourri 
of State plans, because the national plan vjovld provide the widest 
freedom of college choice. 

Some form of education savings account, as would be authorized 
under S. 1533 or S. 1659, would provide a meaningful tax incentive 
to collie saving and would also afford sufficient investment flexi- 
tility. Structuring the education savings account along the lines of 
the IRA would also enable the program to utilize the IRA infra- 
structure the private sector already has in place, and thereby 
achieve administrative efficiencies. 

I believe it would be worthwhile for the Ciommittee to recom- 
mend a tax subsidy to promote college saving. But I also believe it 
is important to design the subsidy so that it does promote coU^e 
saving rather than merely make possible tax avoidance. 

To do the most good, a federal college saving program should 
afford investors the flexibility to invest in vehicles that will enable 
them to eliminate collie cost inflation risk, not just reduce their 
income tax liability. 

I am particularly concerned that S. 1662 and S. 1817 would 
merely shift savings away from traditional investments and reduce 
federal tax revenues, without generating much net additional sav- 
ings. I think if you look at the impact of expanding the IRA eligi- 
biuty in 1981, vou see that effect— investments are shifted away 
from taxable vehicles to the tax-exempt vehicle. There is no net ad- 
dition to savings. 

Generating additional college savings is what this country really 
needs, and I oelieve that is the purpose of the bills that we are dis- 
cussing today. By authorizing a qualified education savings account 
along the lines of the IRA account, and permitting college savers 
reasonable investment latitur^e, I believe that a significant increase 
in college savings will result. 

Thank you. 

Senator Moynihan. Thank you. Doctor. Thank you all. 
rpr. Finnerty's prepared statement appears in ^e appendix.] 
Senator Moynihan. I haven't had a chance to ask many ques- 
tions here, and our Chairman has returned in time, indeed, for Mr. 
Davis, whose works he admires so much. And as Mr. Davis said, 
which he has so often before, he has been very involved at the very 
outset. 
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Mr. Chairman, we have just heard from each on the panels, and 
now it IS question time. 
The Chairman. Why don't you proceed? 

Senator Moynihan. There is one question which one of our 
economiste on the Joint Committee on Taxation wanted to address 
toeach of you, with the different perspectives of your involvement: 
Why IS it that you feel college costs will continue to rise faster 
than the rate of inflation? 

I see Dr. Finnerty referred to Bill Bowen's 1969 study which 
ai^es that they have done so all through the century. Is that so? 

Dr. Finnerty. Mr. Cnairman, yes, that is correct. I have done a 
pretty careful review of the literature, and I would say that Bill 
Bowen s study, even though it was produced back in 1969, is still 
the very best study, the most definitive subject on the subject. 

In fact, it is interesting to read what he has to say. You would 
think that that study was written in 1987 or 1988. He talks, for ex- 
wnple, about limited opportunities for productivity improvement in 
the educational sector, the fact that colleges do have a social man- 
date, and they want to mtroduce new programs, and that such ac- 
tivity IS very labor-intensive. 

Dr. Bowen also talks about the need for salary catch-up, which is 
a very big problem again today, and the need to spend large sums 
on maintenance, because maintenance had been deferred. 

Senator Moynihan. We probably will get a little presci of that. 

I guess that is what is, m your profession, an economist called 
Bogles disease. 

Dr. Finnerty. Dr. Baumol, yes. 

Senator Moynihan. You know, why does the opera cost so much 
more than anythmg else? Because yru just can't produce much pro- 
ductivity out of Pavarotti. 

Dr. FiNNMTY. That is right, and it is interesting that Dr. Bowen 
wrote a study of the arts prior to his study on education. I guess it 
was his work on examining the economics of the arts— the opera, 
the theater, and so on— which led him into education, but it is the 
very same in both cases. 

Senator Moynihan. The Aida still takes fifteen and a half hours. 

Dr. Finnerty. That is right. Professors like to talk about sitting 
around with a couple of dozen students. You can sit around with a 
couple of hundred students or a couple of thousand students, but 
eventually you just-you know, you can't hire Madison Square 
Garden to teach Calculus 101. 

Senator Moynihan. Thank you. 

The Chairman. Well, thank you very much. Senator Moynihan. 

Bill Davis has an unusual program down there, and I am sure he 
went mto it m some detail. 

Senator Moynihan. He went into great detail. 

The Chairman. Good. And it has l^n a great success story. 

Senator Moynihan. I pretended to follow it all. 

The Chairman. And what he has been able to do down there— 
we really had a situation where the banks wouldn't make the 
loans, because they said their costs were so much that they reallv 
wouldn't make a profit off of it. 
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We have an area down there in South Texas that unfortunately 
has the highest unemployment rate in the United States, and one 
of the lowest per-capita incomes, and not much of a tax baise. 

So, we broiight those bankers together and those S&L authorities 
back in the early seventies and made the point to them that if they 
ever wanted their savings to grow, and their deposits to grow, those 
people down there had to have more discretionary income, tbey 
had to have some money they coidd save, some deposits they could 
put in, and that the best way to do that was through education. 

They went out and got a $300,000 EDA loan, seed money. That is 
probably one of the few EDA loans that was ever paid back in full. 

But now you have over 25,000 students— isn't that about right?— 
who have borrowed money and have gone to some 800 different col- 
leges and universities. You have had well over $100 million that 
has been loaned. 

How much is that being duplicate across the country now? Do 
you know? 

Mr. Davis. Well, Senator, 39 States and the District of Columbia 
and Puerto Rico have utilized that model to provide for that special 
niche of need in their education that this particular program takes 
care of 

I would also point out that it is not a concept that is designed all 
of the needs of education financing, but only a very limited special- 
ized area of need. And certainly there are areas in States, New 
York being one, where there is not much need for a secondary 
market to provide incentives to the lenders. There are lenders who 
are willing to make and retain those loans over repayment that 
don't need the secondary market program that we have developed 
for our area. So that it is not designed to accommodate all of the 
needs for higher education financing but only the limited areas of 
need where those loans would not otherwise oe made. 

The Chairman. You know. Senator, we have a lot of frustrations 
around this place, but every once in a while you win one, and that 
is what makes it all worthwhile. 

I recall one night watching one of the networks. They did a story 
on a family whose children all went to college. I think the father 
handled the fresh fruit counter at the supermarket up there in 
that little town on the border. One of the sons became a pharma- 
cist, another became a doctor, another became the principal of a 
school, another became a math instructor, and the^ had all of their 
degrees up there in that living room. An incredible achievement 
for that family. But they were able to do it through the loan proc- 
ess. 

I am delighted to have you testify. 

Dr. Finnerty, I understand that vou made some comments ex- 
pressing concern about the savings bond approach as opposed to a 
savings account. Can you tell me what your concern is? 

Dr. FiXNERTY. I made a couple of comments about the savings 
bond pro-am, S.1662 and S.1817 in particular. I am concerned that 
that particular program might simply lead to a shift of savings out 
of taxable vehicles mto the tax-exempt account. 

Earlier testimouv today sugeestea that Treasury would simply 
raise money by selling savinffsbonds and basically replace the sale 
of long-dated Treasury bonds. But the type of vehicle that they 
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have in imnd would be wld to individuals, whereaa Treasury bonds 
are typicaUy sold to institutions on both sides of the Atlantic. 

I am afraid that, as in the case of the IRA accounts, when eligi- 
bUi^was expanded in 1981, because college inflation risk is not iS- 
auced, you may iind that Lvge sums of money are shifted out of 
taxable vehicles mto tax^xempt vehicles without any net addition 

Sn^K- I ^ ^ legislrMon that is und^ 

consideration IS to mcrease the volume of savings so that we can 
getpeo^e better prepared for college and redu^the loan burden. 
Tlie Chapman. I defer to Senator Baucus. Thank you very much. 
SeiMtoi Baucus. Thank you very much, Mr. Chairman 
I, ofcourse, was not able to be here this morning as I was chair- 
mgaiwther hearing, .ut it is obvious that we need to bolster assist- 
ance for elementary and secondary education as weU as higher 
education m America. 

hln.^hl^Z.^ problems. As has been pointed out, there has 
n^^ifLTT f^^.f^^ *o loan, and inflation, and all of the other 
problems facing higher education. 

fkli"liir^* ^- ^1 length of this hearing and 

to?Mo?nih!n ^**^an andSena- 

I thiiA Senator Kennedy's bill and others are valuable contribu- 
tions. I know there is a similar biU in the House. ""J^n"" 

As much as I favor increasing ^id to higher education-I have a 
^ I «P«^^ interest-I also beUeve that 

elraentary and seocadwy education in this country has to be sig- 
w*^? improved. I thirJc it is a good system, but I just speit 
last week m Ja,.«n. I am not going to say that the Japiese have 
h«« f^'^e^^. '^t to say that our country is ^in^ to 
ftave to get on wth it if we are going to increase our competitive- 
ness. And a lot of that kis to do with education. P«""ve- 

It also has to do vnth education for all Americans, particularly 
lower-income and middle-income Americans. One of thestrengths. 
S^i^' «y«*em is its homogeneity. Japt^ese 

children are educated well, truly, since basically the parentTtake 
t^f T^a""*^?^* ^ education-perhaps a stro^ interest 
evra than do American parents in the education of their kids. 

second, m Japanese education, equal education is available virtu- 
ally to every single Japanese student in the elementary and sec- 
ondary schools. It IS all available. It is all there, regardlws of 

t Jr,*u?i^^® ™°f® ''f *^ °° tl»® lower-income end of educa^ 
tion m this country, too, so everyone has an opportunity, when it 
JSf^ Productmty. that that is g ' ig to help American piSduS 
tmty, so we csn compete with other countries in the worid 
iwant to just thank you lot your contributions. 

tiS^JKi^uS'"' ""^ «" ^ •"- 

^hereupon, at 3:23 p.m., the hearing war udjouried.l 
^^e prepared statement of Serator Heinz appeara in the appen- 
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■DOCATION TAX IMCBITIVBS 



VODAY, AMERICA TACES GROWING UNCERTAINTY ABOUT ITS 
ABILITY TO COMPiiTE IN A GLOBAL ECONOMY THAT IS BEING BUFFETED 
BY SWIFT TECHNOLOGICAL CHANGE, CHANGE THAT AFFECTS THE 
CURRENT AND FUTURE WORKFORCE. THERE IS NO UNCERTAINTY IN MY 
MIND THAT AMERICiOfS REMAIN HARD, DEDICATED WORKERS. EQUIPPED 
WITH THE PROPER KNOWLEDGE, THE PROPER SKILLS, THE PROPER 
MOTIVATION, I'LL PUT AMERICAN WORKERS UP AGAINST ANY WORKERS 
ANYWHERE. AND, I'LL WIN. THIS HEARING TODAY CENTERS ON OUR 
ABILITY TO HELP PROPERLY EQUIP AMERICANS WITH THE KTOWLEDGE 
NEEDED TO CO»ETE AND THE KNOWLEDGE NEEDED TO MAINTAIN AND 
IMPROVE AMERICA'S STANDARD OF LIVING. 

EDUCATION REMAINS THE KEY TO OUR COUNTRY'S FUTURE 
ECONOMIC PROSPERITY. THE EDUCATIONAL OPPORTUNITIES AVAILABLE 
TO FUTURE GENERATIONS WILL DETERMINE THE STRENGTH OF OUR 
ECONOMY AND ULTIMATELY WHETHER OUR NATION'S STANDARD OF 
LIVING WILL RISE OR FALL. EDUCATION HAS ALWAYS BZEH A 
PRIORITY FOR OUR COUNTRY, BUT NOW IT TRULY MUST BE A TOP 
PRIORITY. 

NE ARE FACING GREAT UNCERTAINTY ABOUT OUR ECONOMY. OUR 
NATION EXPERIENCED A RECORD TRADE DEFICIT LAST YEAR OF OVER 
171 BILLION DOLLARS. ONE OF THE MOST EFFECTIVE MEANS TO 
IMPROVE tm COMPETITIVENESS OF AMERICAN PRODUCTS IS TO 
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IMPROVE THB SKILLS OF OUR WORKFORCE. K SKILLED LABOR FORCE 
WILL HILVB THB TOOLS TO DEVELOP MEN PRODUCTS AMD KEEP OUR 
COUMTRSr ON THE CUTTING EDGE OF NEW TECHNOLOGY. 

TO THRIVE IN THE 21ST CENTURY, U.S. BUSINESSES HILL 
NEED MORE AND BETTER COMPUTER SCIENTISTS, ENGINEERS, 
MATHEMATICIANS AND OTHER SPECIALISTS. YET, ACCORDING TO THE 
NATIONAL SCIENCE FOUNDATION, A DECLINING PERCENTAGE OF 
AMERICAN STUDENTS ARE ENTERING THE liELD OF SCIENCE AND 
ENGINEERING. AMONG OUR CHIEF COMPETITORS, THE PROPORfx^N OF 
THE LABOR FORCE DEDICATED TO RESEARCH AND DEVELOPMENT HAS 
GROm; AhPlDhY IN THE LAST 20 YEARS, WHILE OUR OWN COMMITMENT 
HAS NOT INCREASED AT ALL. 

Sr^TAINED GROWTH IN U.S. PRODUCTIVITY GOFS HAND IN HAND 
WITH EDUCATION. IN THE 1980' S, U.S. PRODUCTIVITY INCREASES 
HAVE BEEN AT HISTORICALLY LOW LEVELS r WHILE OUR TRADING 
PARTNERS HAVE EXPERIENCED MUCH FASTER PRODUCTIVITY GROWTH. 
CONSEQUENTLY, THEY APF ^XST APPROACHING U.S. STANDARDS OF 
LIVING. 

THESE STATISTICS REPRESENT AN URGENT WARNING THAT WE 
NEED TO ENHANCE THE EDUCATIONAL LEVELS IN THIS COUNTRY. BUT, 
WHAT WE ARE SEEING INSTEAD IS THAT ACCESS TO AN AFFORDABLE 
COLLEGE EDUCATION HAS BEEN DRIFTING FARTHER AWAY. THE 
INCREASE 7N COLLEGE EXPENSES FOR THE 1987-88 ACADEMIC YEAR 
FOR PRIVATE FOUR- YEAR COLLEGES AVERAGED 8 PERCENT. SIMILAR 
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INCREASES IfERE RECORDED FOR PUBLIC COLLEGES. THAT I"? THE 
SEVENTH STRAIGHT YEAR THAT COLLEGE COSTS HAVE OUTPACED 
INFLATION. IfB HAVE NOW REACHED THE AGE OF THE 75,000 DOLLAF 
BACHELORS DEGREE AT SOME OF OUR NATION'S MOST PRESTIGIOUS 
SCHOOLS. THAT IS A 50 PERCENT INCREASE IN ONLY FIVE YEARS. 

FEDERAL SUPPORT FOR HIGHER EDUCATION HAS NOT KEPT PACE. 
TAKING INFLATION INTO ACCOUNT, FEDERAL EXPENDITURES FOR 
STUDENT AID HAVE INCREASED BY ONLY 3 PERCENT SINCE 1980, 
ACCORDING TO THE OFFICE OF MANAGEMENT AND BUDGET. 

THAT HAS FORCED FAMILIES TO RELY MORE ON THEIR PERSONAL 
SAVINGS AND ON BORROWING TO FUND COLLEGE EDUCATIONS. YET, 
THE NATIONAL SAVINGS RATE LAST YEAR DROPPED TO 3 . 8 PERCENT. 
THAT IS OUR LOWEST RATE OF PERSONAL SAVIWG, AS A PERCENT OF 
DISPOSABLE INCOME, IN 40 YEARS. 

THESE FACTORS MAKE IT HARDER AND HARDER FOR STUDENTS 
AND THEIR FAMILIES TO AFFORD A COLLEGE EDUCATION. THAT DOES 
NOT BODE WELL FOR THE FUTURE DIRECTION OF OUR ECONOMY. 

THE FEDERAL TAX CODE CURRENTLY CONTAINS A NUMBER OF 
PROVISIONS TO PROMOTE EDUCATION, BUT THEY MAY NOT BE ENOUGH. 
THAT'S WHY WE HAVE ASSEMBLED A PANEL OF EXPERTS TODAY TO 
DISCUSS THE TRACK RECORD OF FEDERAL TAX EXPENDITURES. WE 
ALSO WILL HEAR TESTIMONY ON SEVERAL NEW PROPOSALS TO PROMOTF 
EDUCATIONAi. SAVINGS, INCLUDING AN EDUCATIONAL SAVINGS BOND 
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PROGRAM. I HAVE LONG SPOKEN OUT ON HOW HE MUST IMPROVE OUR 
NATION'S SAVINGS RATE. THAT'S WHY SOME OF THE SUGGESTIONS NE 
WILL CONSIDER ARB ATTRACTIVE TO ME. THIS HEARING WILL 
PROVIDE US AN OPPORTUNITY TO REVIEW THE PROS AND CONS Or 
THESE INITIATIVE^ AND TO CONSTRUCT A GUIDE FOR SETTING FUTURE 
TAX POLICY THAT ENHANCES EDUCATIONAL OPPORTUNITY. 
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STATEMEOT OF SENATOR GEORGE J. MITCIICLL 

SENATE COMMITTEE OK FINANCE 
HEARING ON EDUCATION TAX INCENTIVES 
MARCH 16r 1988 

I want to thank the Chairman for holding this hearing on 
proposals to provide tax incentives to make higher education 
more affordable. 



Our society has always placed a high priority on 
education as a means by which Americans can realize their 
full potential. We are proud that this nation was founded 
on the concept of equal opportunity for all persons. But 
equal opportunity is little more than a slogan if people do 
not rTso have the means to realize their potential through 
an eou. ation. For that reason, the federal government has a 
particularly important role in issues of higher education. 

Today, we have reason to be concerned that higher 
education is becoming less and less affordable. Federal aid 
to education has fallen and fewer students are eligible for 
federal assistance. Meanwhile, the cost of higher education 
continues to rise at a rate much faster than family income. 
A recent study found that 82 percent of the American public 
believe that rising costs will soon put a college degree our 
of reach of roost fan.xlies. For too many Americans, the 
availability of a higher education is more an ideal than a 
reality. 
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That is a disturbing situation but it is difficult to 
address in the current budget climate* For that reason, 
there is growing interest in using the tax system to make 
higher education more affordable for American families* 

Several bills have been introduced in Congress to 
provide tax incentives to enable families to afford a 
college or vocational school education* A typical approach 
is to create an incentive to save for a college education by 
exempting the interest income from taxation* Host of those 
bills are targeted, much like IRAs, to limit the tax 
incentive to those who would not otherwise have the 
resources to save for education* 

These bills deserve serious consideration* I am 
particularly intrigued with the proposal by Senators Kennedy 
and Pell to encourage tax free savings for education through 
savings bonds* This is a simple program^ well targeted to 
families in need of educational assistance who would not 
otherwise save on their own* 

This legislation should not, however, be seen as an 
answer to the problem today* It will take many years for a 
savings program to become fully effective* And, not all 
deserving students are fortunate enough to have family who 
will be able to save for future education needs* Savings 
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programs should be seen as a complement to grants and loans, 
not as a replacement. 

Particularly in the shoic-term, students 3oans are 
likely to remain the primary me&ns of federal assistance for 
students and parents to finance higher education. 

Six Members of this Committee have joined me in 
introducing legisation to facilitate the availablity of 
funds for student loans through tax-exempt financing. This 
legislation would extend current law rules permitting 
student loan bond authorities to earn arbitrage for a period 
of 18 months to cover issuance costs. It also extends those 
rules to Supplemental bonds. 

Understandably, we have an instinctive aversion on this 
Committee to the earning of arbitrage by tax-exempt bond 
issuers. The federal tax-exemption shouJd not be an income 
source to issuers. However, student loan bonds present an 
entirely different case with respect to arbitrage. Costs of 
administering a student loan bond program are far higher 
than with other programs which have loans with much larger 
outstanding balances. Yet, program costs cannot be 
recovered from the student borrowers at the time of 
issuance, like other bonds. Furthermore, the Federal 
government has a particularly important interest in assuring 
the availability of funds to finance student loans to make 
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highet education affordable* That interest is manifest in 
the operations of the student loan program which is designed 
specifically to operate with tax-exenpt bonds though the 
PepartPient of Education* 

I hope the Members of this Committee will take a serious 
looK at the issues involved with this legislation and agree 
that we should continue to permit arbitrage to fund 
administration and issuance costs of student loan bonds* 

Testimony will also be received today on state efforts 
to establish tuition prepayment programs whereby families 
make discounted payments today to entitle their children to 
a future education in state supported colleges* Haine and 
other states- as well as some universities^ have established 
such programs* They are to be congratulated for taking this 
kind of imaginative initiative to help make higher education 
affordable* 

Again f I want to thank tb^ Chairman for calling this 
hearing* I look forward to receiving the testimony today* 
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STATEMENT OF JOHN HEINZ 

THE HEARING TOD?'' FOCUSES ON THE VA^'IOUS TAX INCENTIVES FOR 
HIGHER EDUCATION. I BELIVE ONE OF THE MOST IMPORTANT GOALS WE 
HAVE TODAY IS TO PROVIDE EDUCATION FOR EVERYONE. OUR GOAL FOR 
EDUCATION IS TO PROMOTE A LEVEL OF QUALITY AND CHOICE FOR OUR 
STUDENTS. WE CLEARLY HAVEN'T REACHED THAT GOAL. QO,.LITY AND 
CHOICE UNFORTUANATELY COMES WITH A PR:CE TAG, AND WL MUST BE 
WILLING TO PAY THAT PRICE. 

WE WILL BE DISCUSSING PROVISIONS WHICH WE HAVE ENACTED IN THE 
PAST, AND NEED TO MAKE PERMANENT LIKE EMPLOYER EDUCATION 
ASSISTANCE AND LOOKING AT VARIOUS NEW PROPOSALS. TAX 
INCENTIVES SUCH AS EMPLOYER PROVIDED EDUCATION ASSISTANCE AND 
STUDENT LOAN BONDS ARE SOME OF THE MOST HFFECTIVE WAYS OF 
PROVIDING AFFORDABLE EDUCATION FOR THE AMERICAN PUBLIC. 
HOWEVER, THESE INCENTIVES ALONE ARE CLEARLY NOT ADEQUATE TO 
COVER THE HIGH COST OF EDUCATION. 

EMPLOYER EDUCATION ASSISTANCE ACT, SECTION 127 OF THE TAX 
CODE, HAS NOW EXPIRED. I JOINED WITH SENATOR MOYNIHAN AND 4 
OF MY FINANCE COLLEAGUES TO INTRODUCE S. 39, A BILL WHICH 
WOULD MAKE THE PROVISION PERMANENT. THIS BILL NEEDS TO BE 
ENACTED AS QUICKLY AS POSSIBLE. SINCE THE BILL WAS ENACTED IN 
L978, OVER 7 MILLION WORKERS HAVE USED THE PROVISION TO 
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ADVANCE THEIR ROUCATION. SINCE IT HAS EXPIRED MANY SCHOOLS 
AND EMPLOYERS AHE NOW WITHHOLDING TAXES ON THE AMOUNTS PAID 
FOR TUITION. I AM RECEIVlr^G LETTERS EACH DAY FROM GRADUATE 
STUDI.NTS WHO BECAUSE OF THE TAX LAW CHANGES, AND THE 
EXPIRATION OF SECTION 127 MAY HAVE TO DROP OUT OF SCHOOL. 
THAT IS CLEARLY NOT A RESULT THAT WE WANT. 

WHILE, I BELIEVE THAT EMPLOYEE EDUCATION ASSISTANCE IS AN 
IMPORTANT TOOL, IT IS NOT ENOUGH. LAST YEAR AN AKTICLE IN THE 
WASHINGTON POST SHOWED THE RISING COST OF EDUCATION, WHICH WAS 
CLIMBING MORE RAPIDLY THAN INFLATION. THE ARTICLE STATED THAT 
AT THE HOl-^ PRESITGIOUS PRIVATE COLLEGES AND UNIVERSITIES, THE 
TOTAL COST OF A 4 YEAR BACHELOR'S DEGREE COST HAD REACHED 
$75,000. 

AT THAT TIME, I JOINED WITH SENATOR DOLE IN INTRODUCING 4 
BILLS WHICH OFFERED VARIOUS SOLUTIONS TO THE PROBLEMS. THE 
BILLS RANGED FROM PROVIDING FOR AN EDUCATIONAL SAVINGS BONDS 
TO DIFFERENT TYPES OF EDUCATIONAL SAVINGS ACCOUNTS. THE 
PURPOSE OF THOSb BIL.LS WAS TO START THE DEBATE ON EXACTLY 
WHICH TAX INCENTIVES WE SHOULD BE PROVIDING TO ENCOURAGE 
SAVINGS FOR COLLEGE EDUCATION. THE HEARING TODAY, PROVIDES 
THE OPPORTUNITY TO REVIEW THE VARIOUS PROPOSALS, AND DEVELOPE 
INCENTIVES THAT WILL WORK. 

THERE IS LITTLE DOUBT THAT SAVINGS INCENTIVES ARE NECESSARY. 
THE SAVINGS RATE IN THE UNITED STATES IS AT AN ALL TIME LOW. 
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IN 1986, AMERICAN HOUSEHOLDS SAVED ONLY 3.9 PERCENT OF THEIR 
DISPOSABLE INCOME. WHEN YOU CONSIDER THAT THE AVERAGE TUITION 
FOR FOUR-YEAR COLLEGE IS $1,359, WITH ESTIMEATED COSTS FOR 
STUDENTS WHO LIVE ON CAMPUS TOTALLING $5,789. AMOUNG ALL 
PRIVATE FOUR YEAR COLLEGES, THE AVERAGE TUTION IS $7,110. 
TOTAL ESTIMATED COSTS FOR A STUDENT LIVING ON CAMPUS WILL BE 
JUST UNDER $12,000. THESE ARE TODAYS FIGURES, AND THERE IS NO 
WAY TO PREDICT HOW MUKCH IT HILL COST IN 10 YEARS. 

MR. CHAIRMAN, I LOOK FORWARD TO THIS HEARING TODAY, AND 
WORKING WITH THE COMMITTEE TO PROVIDE TAX INCENTIVES THAT 
WORK. PROVIDING THE MEANS TO PAY FOR HIGHER c;dUCATION IS A 
GOAL FOR EVERYONE ON THIS COMMITTEE, AND WORKING TOGETHER WE 
WILL FIND A SOLUTION. 
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FINANCE COMMITTEE HEARING OM 
TAX INCENTIVES FOR EDUCATION 
STATEMENT BY 
SENATOR DAVE DURENBERGER 
MARCH 15, 1988 

MR. CHAIRMAN, I WANT TO COMMEND VOU FOR HOLDING THIS 
MORMlMf-'S HEARING WE IN THIS COUNTRY HAVE THE FINEST 
UNIVERSITY "ScwioN SYSTEM IN THE WORLD. YET, WHAT GOOD IS 
?H S EDi«T?ON SYSTEM, IF THE MIDDLE-INCOME AMERICAN FAMILY 
?IISn0? AFFORD TO SEND THEIR CHILDREN TO THESE COLLEGES? 

LAST SUMMER, THE COLLEGE BOARD ISSUED ITS ^NNU^f; PURVEY OF 
COLLEGE COSTS. THE FINDINGS OF THAT «"0f' *f f ' 

AVERAGE COST FOR A STUDENT ATTENDING A PRIVATE COLLEGE IS 
TlT.olo A YEAR? AT PUBLIC COLLEGES, THE COST IS NEARLY 56,000 A 
YEAR. AND AT SOME UNIVERSITIES, THE COST OF FOUR YEARS OF 
EDUCATION CAN RUN AS HIGH AS $75,000. 

WHAT THESE FIGURES S'JGCEST IS THAT THE UNITED STATES TODAY 
,<: FACING I cRISlS THAT WILL HAVE EXTRAORDINARY IMPLICATIONS FOR 
i«/2cONOM?C AND MILITARY 5Ec£rITY OF THIS NATION INTO THE NEXT 
J^.^RY is ?HE COST OF A COLLEGE EDUCATION CONTINUES TO 

o™pace'in?lat;on?°fLer a'nd fewpr «^°°^«-c"^s will 

np Lrfp to afford TO SEND THEIR CHILDREN TO COLLEGE. AND THOSE 
S5o MaL ?h2 CdJ5Si?MENT to their CHILDREN'S EDUCATION Wl^L FIND 
THEMSELVES BURDENED BY EXTRAORDINARY DEBT, 

AS OUR '•CONOMY HAG BECOME MORE GLOBALLY ORIENTED '^ND* 
COMPET?T?V^ AS IT BECOMES MORE TECHNOLOGICALLY SOPHISTICATED, 

TO JkPAN IS BECAUSE JAPAN HAS A HIGHER LITERACY 

HMiipn STATES and! IN MANY CASES, A BETTER-EDUCATED WORKFORCE 
!?Hi?'cAN IJSrE EASi'l^ adapt TO NEW TECHNOLOGIES IN THE WORK 
PLACE. 

IF W£ FAIL TO INVEST IN THE EDUCATION OF OUR CHILDREN, OR 
IP WE iAKE EDUCATION ONLY AVAILABLE TO THE WEALTHIEST FIVE 

DIVISIONS WITHIN OUR ,OCIETY. 

^;;?;:L^?HAr^JI"rL'c"^I■n^T^:^:^EcVNa^ o. ... T...ry-nKST 

CENTURY. 

1 HAVE COSPONSORED MANv Oy^f^/g'^^;^,,'"^*^ /^^,^'^S°pPORTED 
THE IDEA THAT ^ONv^RESS FSTABLISH A EDUCATIONAL COSTS. 

?HE ThIt IS WORTH EXPERIMENTING WITH. 
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IN THE 1986 TAX REFORM LEGISLATION, WE MADE A MISTAKE IN 
ELIMINATING THE INTEREST DEDUCTION FOR COLLEGE EDUCATION LOANS- 
AND I HOPE THAT WE WILL ADOPT SENATOR GRASSLEY'S BILL 
REINSTATING THE DEDUCTION FOR COLLEGE LOAN COSTS. ALTHOUGH WE 
ALLOW HOMEOWNERS TO TAKE OUT HOME EQUITY LOANS TO PAY FOR 
COLLEGE EDUCATION EXPENSES, BY SO DOING, WE ARE DISCRIMINATING ' 
AGAINST THOSE FAMILIES WHO CANNOT AFFORD TO OWN THEIR OWN 
HOMES. AND WHAT ABOUT THOSE FAMILIES IN RURAL MINNESOTA AND 
OTHER RURAL AREAS, WHO, OVER THE PAST SEVERAL YEARS, HAVE SEEN 
THEIR HOME EQUITY SHRINK WITH THE DEFLATION THAT HAS OCCURRED 
THROUGHOUT RURAL AMERICA? THEY HAVE LITTLE OR NO EQUITY TO 
BORROW AGAINST. | 

I ALSO BELIEVE IT IS IMPERATIVE THAT WE EXTEND THE SECTION 
127 RULES ALLOWING EMPLOYERS A DEDUCTION Fs'JR FUNDING EDUCATIONAL 
EXPENSES FOR THEIR EMPLOYEES. I THINK IT IS CLEAR THAT 
INDIVIDUALS MUST VIEW EDUCATION AS A LIFE-LONG PROCESS THAT MUST 
BE CONTINUOUSLY UPDATED IN ORDER TO MAINTAIN THE SKILLS AND 
KNOWLEDGE WHICH ARE VITAL TO A COMPETITIVL' ECONOMY. 

THANK you, MR. CHAIRMAN, 
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INTRODUCTION 

The Senate Committe >n Finance has scheduled a puWic hear- 
ing on March 15. 1988. oii tax = ' for education. Pa^* 
pWet,» prepared by the Staff ot it^Committee on Taxation, 
provides a de6cription t>fe certain trcposals for education tax incen- 
tives and an r lalysis of issues relating to such proposals. 

The first pa-t of the pamphlet is a summary of present law and 
the proposals. The second part describes present law and proposals 
relating to education- savings bonds, education savings accounts. 
National Education Savings Trust, interest deduction iducataon 
loans, employer-pnr/ided educational assistance, tad ceruin stu- 
dent loan bonds. Tne third part is an analysis of issues relatmg to 
such proposals. An Appendix provides informafcion on direct aid to 
students for postnjecondary education. 
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I. SUMMARY 
Education Savings Bonds 



Present law 



defeS of t^^^^^^n"*? ""-Y^ T erosa income, or 

; interest or otlier income specifically be- 

cause the taxpayer uses the income for educational expenses TbI- 
defe^r^ hi^'^lu*^'^ °° U.S. Series EE savings boKa; 
deferred by cash-basis taxpayers as long as the h«nds are not 

S. 1817 (Senators Kennedy and Pell) 

1%^* °° * qualified U.S. savings bond would be ex- 

duded frem income when such bonds are traSfS to «i eE^ibfe 

penses of a taxpayer, taxpayer's spouse, or dependents. The exclu- 

iss^Sd SlrTi drSenaSS" °' ^"^^'^ ^^"^ 
^ '*^o//Sr'"'* ^"'^ ^cn/brfA. Durenberger, Heinz, and 

This bm woii'd authorize issuance of educational savings bonds 

SndeM un^.^M"V^ purchase annually for the benefit of a 
«™ ^ to $1,000 of such bonds on which intereat would 
fn^P,^*;?^- The accrued interest would be excluded from 
Si Thi fn^!^f°^ redemption if used for higher education ex- 
u «tclusion would apply only if the taxpayer 

SiSuJSS!^ y""' than 20TaS 

3U986.^ "^^^^ y®*" beginning after Dece:nber 

Administration proposal 

r budget proposals for fiscal year 198j> include a 

recommendation to exclude from gross income the interest on cer- 
tain U S. savings bonds that are redeemed to pay post-secondarv 

Sly^rolr^"^/?"^^'"^^' °' tax,SerrsS?cS 
dren, or othrr dependents. The exclusion would be phased out for 
taxpayers with 8 ^/ust«d gross income abcve certain levels. 
19S8 *PP^y ^ bond, i «r.ed after December 31, 
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Educational Savings Accounts 

Present law 

Present law does not provide a specific deduction, credit, or 
income exclusion for amounts contributed to a trust to fund educa- 
tion expenses of the taxpayer or a child of the taxpayer. 

& 1533 (Senator DeConcini) 

Taxpayers would be allowed an above-the-line deduction for cash 
contributions (up to $1,000 per year) made to an education savings 
account established to pay for future education expenses of the tax- 
payer or a dependent at an institution of higher education or voca- 
tional school. The deduction would be reduced for taxpayers with 
adjusted gross income above certain levels, similarly to the phase- 
out of the IRA deduction. Income earned by the education savings 
account generally would be exempt from taxation. 

The bill would be effectiTe for taxable years beginning after De- 
cember 31, 1986. 

S. 1659 (Senators Dole, Chafee, Danforth, Durenberger, Heinz, and 
Wallop) 

This bill includes provisions for educational savings accounts 
that generally are the same as the provisions in S. 1533, as summa- 
rized above. However, S. 1659 would allow a 15-percent tax credit 
(up to $150 per year), rather than a deduction, for amounts paid in 
cash and the fair market value of Stocks, bonds, or other readily 
tradeable securities transferred to an education savings account. 

S. 1660 (Senators Dole, Chafee, Danforth, Durenberger, Heinz, and 
Wallop) 

This bill is the same as S. 1659, except that no credit or deduc- 
tion would be allowed for contributions to an education savings ac- 
count. Earnings on amounts transferred to such account generally 
would not be taxable unlesc distributed for noneducational pur- 
poses. 

& 1661 (Senators Dole, Chafee, DcMforth, Durenberger, Heinz, and 
Wallop) 

This bill is the same as S. 1659, except that, for each taxable 
year, a 15-percent tax would be imposed on the taxable income of 
an education savings account, i.e., the gross income of the account 
minus any deductions directly allocable to such income. 
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National Education Savings Trust 

PntentUtu) 

Under present law, there is no provision thai permits deductions 
for amounte contributed to a national trust to ftTnd eduction m- 
penses of the taxpayer or a child of the taxpayer. 

& 1572 (Senators Pelf, Kennedy, and Stafford) 

«.Sjf SlirrJi^^'^if^'u* P"*^""^ corporation, the National Edu- 
cation Savmgs Trust, which would enter into advance tuition pay- 
S /L agreements with taxpayers. Amounts paid by a taxp^er 
to the Trust pursuant to such an agreement would be deductiWe by 
the taxpayer up to $2,000 per year; the deduction would be reducS 
for taxpayers with adjusted gross income above certain levete 

^uld"^^'*^ ^ post^ondaiy education i^ituS 

would not be subject to Ftderal income tax. 

Interest Deduction on Education Loans 

Present law 

f«?^"*°\*? i*"® "^l^- °f 1986. the itemized deduction 

?haXuf oveM^T^^^^^^^^^^^ °" « 

^ ^fnrffe*?" ^1^'^"' '^""^"'^'^ ^^"'f' Durenberger, 

»hSoh5? P''°^<^es that interest on loans incurred for qualified 
education expenses would be deductible as an itemized d^uction, 
effective for taxable years beginning after December 31, 1986 

Employer-Provided Educational Assistance 

Present law 

eninln^oi^r ^?c°™® income and 

employment tax purposes, the value of educational assistance pro- 

^«teni^n^rfP^°y^'i°.**'^.^,"P^°y^' the cost of such S 

swtance qualifies as a deductible job-related expense of the employ- 

waiSs for 127). an employee's gi-oss income'^and 

aSnte h,n ^"'Ploj^ent tax purposes did not include 

^P to $5,250 per year) paid or incurred by the employer 
.^istance provided to the employee /such 
amounts were paid or incurred pursuant to an educational assist- 
ance program that met certain requirements. The section 127 ex- 
dusion expired for taxable years beginning after ^mber 31, 

^" ^J/^T'""' Moynihan, Helm, Boren, Pryor, Matsunaga, and 
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Certain Student Loan Bonds 

Present law 

Present law includes a special rule permitting qualified scholar* 
ship funding corporations (rath^^r than States or local governments 
themselves) to issue tax-exempt student loan bonds in connection 
with the Federal Guaranteed Student Loan (GSL) or PLUS pro- 
grams. Present law further includes two special exceptions provid- 
ing (1) that issuers of tax-exempt student loan bonds issued in con- 
nection with these Federal programs may invest bond proceeds to 
earn arbitrage profits for a longer temporary period than applies to 
similar types of bonds and (2) that all or a portion of these arbi- 
trage profits are exempt from the rebate requirenent generally ap- 
plicable to all other tax-exempt bonds. These two arbitrage excep- 
tions are scheduled to expire with respect to bonds issued after De- 
cember 31, 1988. 

& 2149 (Senators Mitchell, Pryor Durenberger, Boren, DanfortK 
and Rockefeller) 

The bill would permit qualified scholarship funding corporations 
to issue State supplemental student loan bonds, which are student 
loan bonds not subject to the restrictions of or receiving the ben^ 
fits of the Federal GSL or PLUS programs. Also, the bill would 
make permanent the two special arbitrage exceptions and would 
extend these provisions to issuers of supplemental student loan 
bonds. 
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II. DESCRIPTION OF PROPOSALS 

A. Education Saviiif a Bonds 

Present Lau 

excluflion from gioes income, or 
e^JrS °f ft": interest or other income 8i»cifica% l2^ 

cause the taxpayer uaes the income for educational e^ns^ 
ir«ir*" ^ °5 investment income are excludSTfrom gross 
rnctma or are tax-deferred regardless of the tanayer's u»of >Sf 
mcome. For example, interest income on qualifSf Statelnd to^ 
gwenment tends generaUy is exemot fiSm F Je«J S<Ze JS- 

credited to fife insurance or annSv cS- 
tracts ("mside bui'dup") is deferred untU diSuted t?Z^S)hS- 
holder such income is not taxed if paid to a designated bmefiS 
^ SntSS? ?^ ^LT^ individual (in thTSse of a UfeiS 
S^r»Sff!^« ^ ^f^^PJ"' of income earned on amounts 

contributed to an mdividual retirement arrangement (IRA) oran 

T'""^*^^ „^ed pension pUmiSfSlV^^^^ 
^^^^^^'^Sf?"*" are cbstnbuted to the ownef of the filA or to^ 
employee participating in the employer-maintained plan. 
rJ^Tf u'**' aocnials on U.S. Series EE savings bonds 
^ r^eS"*^ ^ cash-basis taxpayers as long as thehfnifa are 

'!xplanaUon ofPropo$aU 
& 1817 (Senators Kennedy and Pell) 
Exclusion 

*-Si^lL''°'^** ^^^^ exclusion from gross income for the in- 
JSi3"'f«'^*1°?u.* •J"?^** U.S. sa^igs bond if the bond^ 
an ehgible educational institiftion as payment for 
SdSSlSdL^^Tl**"" i?xviyer, or taxpa^Vs spouse 

Sroufr^ T.lV'i"^ excluBion allowed for a taxable year 
H^H wri^^^J^'" °^ ^\^^ otherwise would be in- 

5 a„S K^v?™!!.'"*??"® transfer, or (2) amount 

of such higher education exp3n8es. -^wuuv 

The excluslMi would be phased out for a taxoaver with adiuntArf 

fSJ^unT^Tn t^^ ,°^.S(000 or more for tii^'SiaTJSfS 
amount could be excluded by a taxpayer whose AGI is |l50,00b or 

S.r^nf^fv,*"^'' ^^'^^ ^'75.000 and |125,6oO, 67 

firinSS *150'<^. 34 percent of the eligible amoimt could be 

in^i^.-^'^^"^ amounts described above would apply 

m the case of a mum-d inaividual filing separately. With r^JSt 

(6) 
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to a taxpayer who is a dependent of another taxpayer, the phase- 
out would be applied by taking into account the AGI of both tax- 
payers. 

Transfembility of U.S. savings bonds 

The ability to effect a transfer of a U.S. savings bcmd for the edu- 
catiimal purposes of the bUl would be made possible by amending 
31 U.S. Code section 3105, which provides the Treasury with au- 
thority to prescribe the conditions, including restrictions on trans- 
fer, relating to the issue of U.S. savings bonds. The amendment re- 
lates to both the transfer of a qualified U.S. bond to an eligible 
educational institution and the redemption of such p. bond by an 
eligible educational institution. 

Definitions 

A qualified U.S. savings bond means a U.S. aavings bond issued 
at discount under 31 U.S. Code section 3105, afl;er the date of enact- 
ment. 

Higher educati(»i expenses means tuition and fees required for 
enn^ment or attendance at an eligible educational institution, and 
fees, books, supplies, and equipment required for courses of instruc- 
tion at an eligU)le educatiomd institution. An eligible educational 
institution means (1) an institution of higher education described in 
section 1201(a) or 481(a) of the Higher Education Act of 1965, or (2) 
an area vocational education school as defined in subparagraph (C) 
or (D) of section 521(3) of the Carl U Perkins Vocational Education 
Act, which is in any State (as defined in sec. 521(27) of such Act). 

A dependent means any child ot the taxpayer with respect to 
whom a deduction is allowed under section 151 for the taxable 
year. 

Effective date 

The provisions would apply to transfers of qualified U.S. savings 
bonds issued after the date of enactment 

& 1$S2 (Senators Dole, Chafee, Danforth, Durenberger, Heinz, and 
Wallop) 

Authority to issue bonds 

S. 1662 would authorize the Treasury to issue educational sav- 
ings bonds, in addition to the other forms of U.S. savings bonds. As 
is ihe usual case with Series EE savings bonds, the interest on edu- 
cational savings bonds would be accrued until redemption, which 
could not occur less tlian 12 months, nor later than 20 years, after 
issuance. The bonds would not be transferable. 

When issued, an educational savings bond would bear interest at 
a rate equal to the Federal long-term rate (i.e., for debt with more 
than nine years to maturity) in effect at the time. The rate could 
be a4justed upwards from the rate in efiect at the time of issue 
fit>m time-to-time to reflect the differential between such rate and 
tiie rate on other debt obligations issued by the Treasury. 
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Interest exclueion from 
Under the bill, a taxpayer could purchase annually for the bene- 

2. °l? ^^^^'^^PP ^ ^^'^ ^ educational savings bonds on 
whidi interest would accrue tax-free. 

Interest or investment yield on an educational savings bond 
would be included m the gross income of the taxpayer for&e tax- 
able year m which the bond is redeemed only to the extent that 
*be amount of sudi mterest exceeded the sum of the higher educa- 

a^L^S!^f^^ ^f™^ ^« taxpayer with respect to a 
depei^nt tor t^t taxable year, or if the bond was redeemed more 
than 25 years after the date of its issuance. This limitation would 
.'i^.^^i* ^ *?ILf"y tMMble year during which the educational sav- 
ings bond IS redeemed If the registered owner is disabled or the 
taxable year IS ended by the death of the registered owner. 
Definitions 

;JS^^ firfjjcorton expenses.-Thia term means expenses at any el- 
igible educational institution for tuition and fees for enroUment or 
attendance; fees, books, suppUes, and equipment required for 
OQurses of mstruction,^ and a reasonable allowance for meals and 
lodging while m attendance. 

Eli^k alucatiomi insatution.-Tbis term means (1) an institu- 
faon of higher edu(»tion as described in section 1291(a) or 481(a) of 
the Higher Eduction Act of 1966, or (2) an area vooitional educa. 
rtif p^°?i D subparagraph (O or (D) of section 521(8) of 

r^jf^^R- .P»kmf Vo^tional Education Act which is in any State 
(as defined m sec. 521(27) of such Act). 

Effective date 

The provisions would apply wi*h respect to taxable years bedn- 
nmg after December 31, 1986. ' 

AimtnistroUon pnposal 

«^J5!5'^!"''! proposals for fiscal year 1989 include a 

reooiniMndataon to enslude from gross income the interest on cer- 
tain U.S. aavu^ bonds that are redeemed to pay certain post«eo- 
ondary educational (spensee of the taxpayer^ the ta^ayer^ 
spouse, children, or other dependents. »«|wyor» 
The exclusion would be pWd out for taxpayers with adjusted 
W income above rertain levels; the phaaeK>ut levels wouwlw ad- 
i^iS^!?*? beginning in 1990. The amount of in- 

toest ehgible tv tiie exclusion would be limited to the total quali- 
fied edu(nboiuJ ^^penses incurred. The Administration has not yet 
tonjrarded to the Congress a more detailed explanation of this jvo- 

im^ exclusion would apply to bonds issued after December 31, 
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B. Education Sayings Accounts 
Pre$entLaw 

Present law does not provide a specific deduction for amounts 
contributed to a trust to fund educational expenses of the taxpayer 
or a child of the taxpayer. 

Education expenses that qualify as trade or business expenses 
under section 162 generally are deductible. Expenditures made by 
an individual for lus or her own education generally are dedustible 
if incurred for education that (1) maintains or improves ridlls re- 
quired by the individual's current employment or other trade or 
business, or (2) meets the express requirements of the individual's 
empkqrer or the requirements of applicable law or regulations im- 
posed as a condition to the retention by the individual of an ejtab- 
lished employment relationship, status, or rate of cmnpensation 
(TrMs Reg. sec. 1.162-5(a)). In the case of an employee, such ex- 
penses (if not reimbursed by the employer) are deductible oidy to 
the extent that, when aggregated with other miscelVneous item- 
ized deductions, they exceed two percent oi the taxpayer's adjusted 
gross income. 

Under prior law, educaticmal assistance provided by an employer 
to employees pursuant to an educational assistance program meet- 
ing certain requirements was excludable from the employee's gross 
inccmie or wages for income or employment tax purposes (sec. 127). 
This exclusion expired for taxable years beginning after December 
31, 1987. 

Explanation ofPropoBuh 
& 1533 (Senator DeConeini) 
In general 

Under S. 1533, an above-the-line deduction would be allowed (up 
to certain limits) for amounts paid in cadi, during the calendar 
year to an education savings account for the benefit of an eligible 
individual. (An education savings account could not be establishf d 
for the benefit of more -than one individual.) No deducti<m would be 
allowed for contributions to an account for the benefit of an indi* 
vidual who reached age 19 before the close of the year. 

The deduction woidd be limited to the lesser of (1) $1,000 or (2) 
tae compensati<m (earned income in the case of a seljf-«mployed in- 
dividual) includible in the taxpayer's gross income for the year. In 
addition, the deduction would be reduMd for tasqMiyers with adjust- 
ed gross income (AGT) above certain levels, similarly to the phase- 
out of the IRA deduction. The phaseKmt would begin at AGI of 
$40,000 in the case of a married couple filing a joint return, $26,000 
in the case of an unmarried individual, and zero in the case of a 
married couple filing separate returns. 

Contributions made to an educaticm savings account by the due 
date the taxpayer's return would be deemed to have been made 
on the last day of the prior year. 

ERIC 91 
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Requirements 

f^Vkf f itJiL'''"' savingi, account would have to satis- 

%i^(m r^ requirements: (1) aggregate contributions in eS 
f l«nH,° ^ ^P*«i; (2) tfie trustee must be 

«„r^-.lM*®'' administer the trust in accoriU 

f f requirements of tiie bill; (3) trust assets could not be 
contracts unless certain requirements are 
^aT: ^ ^ taxpayer contributing to an account generally 
^tJ if-^^^en^ of a^e accou^rdu^ 

pSnt fn - ^ ^ commingled with other assets 

ll^Lf or common investment fund; and (6) 

th^Jf^** account remaining when the individual for 

whom the account was established attains age 27 (or if earUer 
when such indi^dual dies) must be distribuS pre^rtionatSy to 
thetaxpayers who have contributed to the account. ^ 
pe^SS S™*^ ^ established only to fund educational ex- 
fif^V^- *° expenses mcuncd at an eligible institution 
Z21 fees (2) fees, books, supplies, and eqm^entT 

£^.^A "'r'^' "}*^ * reasonable allowance br mSl? 
ISk^ JT ^*'*'!® educational institution means an institution of 
lugher education (withm tf»e meaning of sees. 1201(a) or 481(a) of 

£e «Sn1L^*^*'°^5^ifo^X^^^5^ °' « vocational sch^l (iShto 
Viatira?ld?ca^?n ''^^'^^^ °- ^^^^^ 

Tax treatment of distributions 

lvV„°r*^!5.j!^f *'^' ^''^^P' *^ of distributions used exclusive- 

liimJ »oo^'°Kr®uP^"^ °^ individual on whose behalf the ac- 
SSnT-^^"^*****' «?»y amount paid or distributed from wi edu^ 

payer who contributed to the account, in the same proportion as 

Sun?^^^^'' ' contribution bea« to total contributiorto the a^ 

SS^ tJi^ulir" • P""?^*^^. contributions i^ 

excess of the deductible hmit returned before the due date of the 

hS;" rn^T^ ?'" *f ^^"^ °f contribution." 
if a dlirihnH'n^"****'*'""^ Of 10 percent would apply 

«,nn«S«^ ^2 education savings account is not used ih 

connection with the payment of educational expenses, unless the 

^ww'£k''-i?.^' ? " °' disability of the iSdSi 
on whose behalf the account was established. 

Ttuc treatment of accounts 

F^r«f f""^. generally would be exempt from 

bSL^^m'.*S'.^* r"^*^ ^.^^hj^ to the tar on unreES 
Dusmws mcome of exempt organizations (sec. 511). An education 
savings account would cease to be exempt from taxation T(l! the 
SS^Smt'SX^"* • T^^^ transaction (within the miiilig 
Sii I JLL ^ individual on whose behalf the account is Mteb- 
^ed pledges all or any portion of tfie account as security for a 
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Gift tax treatment 

The bill provides hat contributions made by a taxpayer to an 
education savings account would not be treated as a gift of a future 
interest in property to the extent that the contributions are deduct- 
ible by the taxpayer. 

Reporting requirements 

The trustee of an education savings account would be required to 
make such reports as may be required by Treasury relations. A 
$50 penalty would be imposed for each reporting failure unless 
shown to be due to reasonable cause. 

Effective date 

The bill would be effective for t€ucable years beginning after De- 
cember 31, 1986. 

& 1SS9 (Senators Dole, Chafee, Danforth, Durenber^er, Heinz, and 
Wallop) 

In general 

This bill includes proviiions for educational savings accounts 
that generally are the same as the provisions in S. 1533, as de- 
scribed above, with the following exceptions. 

S. 1659 would provide a 15-percent tax credit, rather than a de- 
duction, for contributions up to $1,000 per year to an educational 
savings account. The maximum amount allowable in one year as a 
credit would be $150, allocated proportionately among the taxpay- 
ers contributing to the account; the limitation would be indexed for 
inflation. Under S. 1659, contributions to the account could be 
made in cash or in the form of stocks, bonds, or other securities, if 
such stocks, etc., are reaHdly tradeable on an established securities 
market. 

Under S. 1659, as under S. 1533, an mdividual could not be the 
beneficiary of more than one education savings account. The bill 
provides that no credit would be allowed for a contribution to an 
education savings account if, before the close of the year in which 
the contribution is made, the beneficiary has attained age 21 or 
begun attendance at an eligible educational institution. Any bal- 
ance remaining when the individual for whom the account was es- 
tablished attains age 25 (rather than age 27, as under S. 1533) or, if 
earlier, dies is required to be distributed proportionately t j the tax- 
payers who have contributed to the account. 

Tax treatment of distributions 

Under S. 1659, the Rross income of a beneficiary of an education 
savings account would be increased by 10 percent of the- amounts 
paid or distributed from the account that were tised exclusively to 
pay the educational expenses incurred by the beneficiary, for the 
taxable year in which the beneficiary attains age 25 and m each of 
the foilov/ing nine taxable years. If the amounts credited to the ac- 
count are not used for educational purposes, then, as under S. 1533, 
amounts distributed from the account are includible in the gross 
-ncome of the recipient and are subject to an additional 10-percent 
ncome tax. 
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Tax on excess contributions 
Under S. 1659, in the case of contributions to an education sav- 
ings account that exceed the allowable contributions, the excess 
contnbutions would be subject to the excise tax on excess contribu- 
tions to an individual retirement account (sec. 4973). 

* '^Fo/Sr*"" ^"'^ ^'^^^ Danforth, Durenberger. Heinz, and 

J^A^^u ^^^T^^ ^i. ^""^^^ credit or deduction 

would be allowed for contnbutions to an education savings account, 
liarnuigs on amounts contributed to such an account generally 
would be excluded from mcome unless distiibuted for noneduca- 
tional purposes. 

* ^^WttlSiT*"^ i>o«/i>rf>i, Durenberger. Heinz, and 

J!^Jfij^ as S 1659 except that, for each taxable 

year, a i&-percent tax would be imposed on the taxable income of 
an education sayings account, i.e., the gross income of the account 
mmus any deductions directly allocable to such income. 

C. National Education Savings Trust 

Present Law 

Under present law, there is no provision that permits deductions 
tor amounts contributed to a trust to fund education expenses of 
the taxpayer or a child of the taxpayer. 

Explanation of Proposal 
S. 1572 (Senators Pell, Kennedy, and Stafford) 

In general 

A E"**®^^* ^^!?' * ta*Pay«'' would be allowed an above-the-line de- 
duction for certain amount* .laid in cash pursuant to an advance 
tuition payment plan agreement entered into between the taxpayer 
and the National Education Savings Trust (the "Trust"), a public 
coriHjration established by the bill. Paymente made by the taxpayer 
would be placed into a fund managed by the Trust to provide for 
luture postTOcondaiy education expenses (at a public or private in- 
stitution) of a qualified beneficiary designated by the taxpayer. 
Amounte paid by the Tiust to meet a qualified beneficiary's ex- 
pens^ at a postsecondary educational institution would not be in- 
cludible m the taxpayer's income or the beneficiary's income. 
Deduction limitations and phaseout 

A taxpayer would be permitted to enter into more than one ad- 
vance tuition payment p'an agreement to provide for future educa- 
fL°"Sii®f**?l**u°^ one qualified beneficiary. However, 

'^f^^^^ P^y.to the W under 
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Tijrt^*"** payment phn for each qualified beneficiary to 

-^ 5,000 for any taxable year, and i ^ .000 for idl yeare. 
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The bill further provides that amounts paid by a taxpayer to the 
Trust during the year would be deductible in full only if the tax- 
payer's adjusted gross income (AGI) for that year is not more than 
$25,000. If the taxpayer's AGI is more than $25,000 but not more 
than $60,000, then 50 percent of the amount paid to the Trust 
would be deductible. If the taxpayer's AGI is more than $60,000 but 
not more than $100,000, then 25 percent of the amount paid to the 
Trust would be deductible.^ These amounts would be indexed for 
inflation beginning after 1988. 

A taxpayer with AGI exceeding $100,000 would not be allov^ed 
any deduction for amounts paid to the Trust during that year. 
However, income earned on nondeductible payments to the Trust 
would stUl be tax-free, provided that such income is used to pay for 
postsecondary education er^penses of a qualified beneficiary.^ 

The bill requires that the beneficiary of an advance tuition pay- 
ment plan agreement must air ^ady have been bom and must be 
either the taxpayer who entered into the agreement or a dependent 
of the taxpayer (within the meaning of Code sec. 151). In addition, 
no deduction would be allowed for payments made to the Trust if: 
(1) the beneficiary dies or attains age 30 during the year; (2) the 
taxpayer making the payment is a dependent of any other person; 
or (3) the beneficiary is the spouse of the taxpayer, unle& ^ the tax- 
pa.yer and spouse file a joint return for the year , V uction is 
claimed. 

Deductions for a-nounts paid to the Trust would be allowed 
whether or not the taxpayer itemizes deductions. A taxpayer would 
be deemed to have made a payment to the Trust on the last day of 
the preceding year if such payment is made on account of the pre- 
ceding year and is made by the due date for filing the taxpayer's 
return for that year. 

Benefits furnished by the Trust 

The bill provides that payments from the Trust to a postsecond- 
ary education institution pursuant to an advance tuition payment 
plan agreement would not be included in the gross income of any 
person. Any amount disbursed by the Trust which is not paid to a 
postsecondary ^ucation institution, including amounts refunded to 
the taxpayer on termination of the agreement (as described below), 
would be included in the gross income of ^ .e person receiving the 
payment and would be subject to inconr tax. Also, the recipient 
would be subject to a penalty equal to j percent of the amount 
received (10 percent if the beneficiary has not attained the age of 
25 in the year the payment is made by the Trust). The penalty 
would not apply, however, if a payment is made to a person other 
than a postsecondary education institution by reason of the death 



' In th« caw of a mairiad taxpayer ftling a separate return, 100 percent of the amount pa\d to 
the Truat would be deductible only if the taxpayer's AGI is not more than 112,500; 60 percent of 
the amount paid, if the taxpayer's AGI is mor« than |12,500 but not more than $80,000; and 25 
percent of the amount paid, if the taxpayer's AGI is more than $80,000 but not more than 
$50,000. A married taxpayer filing a serarate return would not be allowed a deduction for pay- 
HMnts made to the Trust if the taxpayer's AGI exceeds $50,000. 
V • While not explicitly sUted, the bill apparently assumes that the Trust is not mA]jiK> to Fed- 
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of the beneficiary under an advance tuition pa3nn3nt plan agree- 
ment. 

The term postsecondary education institution means an institu- 
tion of higher education as described in section 1201(a) of the 
Higher Education Act of 1965. 

Termination of plan agreements 

An advance tuition payment plan would be terminated if (1) the 
beneficiary dies; (2) the beneficiary attains the age of 30; (3) the 
taxpayer certifies to the Trust that the beneficiary, after attaining 
the age of minority, has decided net to attend a postsecondary edu- 
cation institution or has completed as much of the course of post- 
secondary education as the qualified beneficiary intends to com- 
plete; or (4) other circumstances determined by the Trust and set 
forth in the agreement* Upon termination of the agreement, the 
Trust would be required to refund to the taxpayer the face amount 
of the pajonents or installments, plus any interest or dividends ac- 
crued thereon. The refund would be disbursed bv the Trust to the 
taxpayer in a single payment and would be reported to the IRS. 

Board of Trustees 

^':th respect to the Truat, the bill would create a Board of Trust- 
ees composed of: (1) the Secretary of Education and the Secretary 
of the Treasury; (2) five representatives of postsecondary education 
mstitutions and five members of the general public, appointed by 
the R^ident with the advice and consent of the Senate;^ and (3) 
one chairman, appointed by the President with the advice and con- 
sent of the Senate.^ 

The Secretary of the Treasury would be the M,inaging Trustee of 
the Boar^ with respect to managing the assets cf the Trust, which 
could be invested only in interest-bearing obligations of the United 
States or in obligations guaranteed as to both principal and inter- 
est by the United States. 

The Board would be required to report to C!ongress on an annual 
basis on the operation and status of the Trust during the preceding 
fiscal year and on its expected operation and status during the 
next five years. 

Effective date 

The amendments to the Internal Revenue Code made by the bill 
would apply to taxable years ending after the date of enactment. 

O. Deduction for Interest on Education Loans 

Present Law 

Pursuant to the Tax Reform Act of 1986, the itemized deduction 
for personal interest is being phased out over 1987-1990 and will be 
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_ The bill provides that the apeement may permit the taxpayer* with the approval of the 
Truiftt to subetitute another qualmed beneficiary for the qualified beneficiary onginally named* 
in lieu of termination of the agreement. 

' These representatives and members would generally be eligible to serve no more than two 
terms of four years each. 

Q * The chairman would be appointed for a term of five years and would not be eligible for 

^"HMppointment. ^ 
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wholly disallowed after 1990 (Code sec. 163(h)). Personal interest is 
any interest other than interest incurred in connection with a 
trade or business (other than of performing services as an employ- 
ee), investment interest, interest taken into account in computing 
the taxpayer's income or loss from passive activities, qualified resi- 
dence interest, or interest on certain deferred estate tax. 

Qualified residence interest, which is not subject to the limita- 
tion on personal interest, is interest on debt secured by a security 
interest valid against a subsequent purchaser on the taxpayer's 
principal residence or a second residence of the taxpayer. For tax- 
able years beginning in 1987, interest on such debt was g aerally 
deductible to the extent that the debt did not exceed the an^ount of 
the taxpayer's basis for the residence (including the cost of home 
improvements). 

In addition, the law for 1987 allowed a taxpayer to deduct as 
qualified residence interest the interest on certain loans incurred 
for qualified educational or medical expenses up to the fair market 
value of the residence. For this purpose, quaMed educational ex- 
penses meant reasonable living expenses while away from home, 
and any tuition and related expenses that would qualify as scholar- 
ship (under sec. 117(b)), for the taxpay a spouse, or dependent, 
while a student at an educational institution. Thus, tuition ex- 
penses for primary, secondaiy, college, and graduate level educa- 
tion were generally included in qualified educational expenses. The 
qufidified aiucational expenses must have been incurred within a 
reasonable period of time before or after the d^t was incurred Re- 
imbursed expenses were not treated cs qualified educational ex- 
penses. 

For taxable years b^pnning after 1987, the Revenue Act of 1987 
tunended the definition of qualified residence interest that is treat- 
ed as deductible. Under the 1987 Act, qualified residence interest 
includes interest on acquisition indebtedness (up to $1 million) and 
home equity indebtedness (up to $100,000) with respect to a princi- 
pal and a second residence of the taxpayer. No special rules apply 
to education or medical loans. 

Explanation ofProponal 

S. 628 (Senators Granaley, Danforth, D'Amato, Kerry, Durenberger, 

and Hecht) 

S. 628 provides that interest on a qualified education loan would 
be deductible as an itemized deduction. A qualified education loan 
would be defined as indebtedness incurred to pay qualified educa- 
tional expenses if such expenses are paid or incurred within a r*"*!- 
sonable period of time before or after the indebtedness is incuned. 
Qualified educational expenses would have the same meaning as 
under the law relating to qualified residence indebtedness as in 
effect in 1987 (described above). 

The bill would be effective for taxable years beginning after De- 
cember 81, 1986. 
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E. Employer-Provided Educational Assistance 
Present Law 

General rules 

Under present law, an employee must include in income and 
wa^es, for income and employment tax purposes, the value of edu- 
cational assistance provided by an employer to an employee, unless 
the cost of such assistance qualifies (under sec. 162) as a deductible 
job-related expense of the employee. Amounts expended fur educa- 
tion qualify as deductible job-related expenses if the education (1) 
maintains or improves sldlls required for the employee's current 
job, or (2) meets the express requirements of the individual's em- 
ployer that are imposed as a condition of continued employment 
(Treas. Iteg. sec. 1.162-5(a)). In the case of an employee, such ex- 
penses (if not reimbursed by the employer) are deductible only to 
the extent that, when aggr^atcd * ith other miscellaneous item- 
ized deductions, they exceed two percent of the taxpayer's adjusted 
gross income. No deduction is allowed for expenses incurred to 
qualify for a new trade or business (e.g., for law school tuition paid 
by a paralegal or accountant). 

Under prior law, an employee's gross income and wages for 
income and employment tax purposes did not include amounts paid 
or mcurred by the employer for v iucational assistance pit)vided to 
employee if such amounts were ptid or incurred pursuant to an 
?2Hp*£l??^ program that met certain requirements (sec. 

127). This exclusion, which expired for taxaHe years b««inning 
after December 31, 1987, was limited to $5,250 of educational assist- 
ance with respect to an individual during a calendar year. 

Section 127 required, among other things, that educational assist- 
ance provided under such a program not discriminate in favor of 
highly compensated employees in certain respects. The Statement 
of Managers for the Tax Reform Act of 1986 indicated that if the 
section 127 exclusion for educational assistance were extended, the 
new nondiscrimination rules for employee benefits added by the 
1986 Act (sec. 89) were to be applied to the exclusion in lieu of the 
pnor-law rules. 

In 1984, Congress required that employers file information re- 
turns with respect to educational assistance programs under sec- 
tion 127 (sec. 6039D). This requirement is intended to collect data 
with respect to the use of such programs so that Congress may 
evaluate the effectiveness of the exclusion. 

Tuition reduction for graduate teaching assistants 

Pursuant to section 12*/(cX8) (prior to its expiration), the exclu- 
sion under section 117 relating to qualified tuition reductions was 
inade applicable with respect to graduate-level courses in the case 
of graduate teaching or research assistants at colleges or universi- 
ties. Under the section 117 rules, as amended by the Tax Reform 
Act of 1986, the amount of qualified tuition reduction provided to 
an employee of an educational institution is includible in gross 
income and wages to the extent the tuition reduction constitutes 

Q -payment for teaching, research, or other services (sec. 117(c)). Any 
mount of qualified tuition reduction (up to the amount of tuition) 

ism C)g 
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in excess of suck payment may qualify for exclusion pursuant to 
section 117(d). 

By virtue of the expiration of section 12?, no amount of tuition 
reduction for graduate-level courses is excludable under section 
117(dX2) for 1988 or later years. 

Explanation of Propo$ai 

& 39 (Senaton Moynihan, Heinz, Boren, Pryor, MaUunaga, wid 

RiegU) 

S. 39 would reinstate the section 127 exclusion on a permanent 
basis, effective as of the termination date of the prior-law exclu- 
sion. 

F. Certain Student Loan Bonds 
Present Law 
Purponet for which tax-exemption permitted 

Interest on State and local government bonds to finance activi- 
ties of those governmental units generally is tax-exempt (Code sec. 
103). Interest on private activity bonds is taxable unless a specific 
exception is provided in the Internal Revenue Code. Private activi- 
ty bonds are bonds that satisfy one or both of (1) a private business 
use and private payment test and (2) a private loan test. One of the 
purposes for which tax-exempt private activity bonds may be issued 
is the financing of student loans. 

Tax-exempt student loan bonds may be issued in connection with 
the Federal Government's Qualified Scudent Loan (GSL) and Par- 
ent's Loans for Undergraduate Students (PLUS) programs. Student 
loan bonds issued in connection with the GSL and PLUS programs 
are Federally guaranteed, and in the case of GSL bonds, receive a 
Federal interest subsidy beyond tax-exemption, soiled ''special 
assistance payments." The Federal Government imposes limits on 
the incomes of individuals who may receive loans financed with 
\ bonds issued in connection with these Federal programs. 

Since 1986, tax-exempt student loan bonds also may be issued to 
finance State supplemental student loan programs. These programs 
are not subject to the income limits applicable to Federally guaran- 
teed student loan bonds. 

Qualified i$$uer$ of tax-exempt bonds 

In general, tax-exempt bonds must be issued by or "on behalf of 
a State or local government. In addition, student loan bonds issued 
in connection with the GSL and PLUS progiams may be issued di- 
rectly by a ''qualified scholarship funding corporation." A qualified 
scholarship funding corporation is a not-for-profit corporation orga- 
nissed exclusively for the purpose of issuing student loan bonds to 
acquire student loan notes incurred under the Higher Education 
Act of 1965. Qualified scholarship funding corporations may not 
issued supplemental student loan bonds. 
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Arbitrage reBtrictiom 

All governmental and private activity bonds must satisfy restric- 
tions on the amount of arbitrage profits that may be earned and 
retained for the interest thereon to qualify for tax exemption. In 
general, these restrictions limit the period in which bond proceeds 
may be invested in materially higher yielding investments to (1) 
certain prescribed temporary periods and (2) amounts invested as 
part of a reasonably required reserve or replacement fund. 

Bonds issued as a pooled financing (e.g., bonds used to make 
loans to multiple parties) generally are limited to an initial tempo- 
rary period of six months. A special exception applies to student 
loan bonds issued in connection with the Federal GSL and PLUS 
student loan progranas. These bonds are eligible for an 18-month 
initial temporary period when bond proceeds may be invested in 
materially higher yielding investments. This special exception, en- 
acted in 1986, is scheduled to expire with respect to bonds issued 
after December 31, 1988. 

Issuers of all governmental and private activity bonds generally 
must rebate to the Federal Government all arbitrage profits earned 
on investments of the bond proceeds that are unrelated to the gov- 
ernmental purpose of the issue. An exception permits retention of 
these arbitrage prof ..s if all gross proceeds of the issue are spent 
for the governmental purpose of the issue within bix months after 
the bonds are issued. 

A special exception applies to student loan bonds issued in con- 
nection with the Federal GSL and PLUS student loan programs. Is- 
suers of these bonds may retain arbitrage profits earned in the 18- 
month initial temporary period, described above, if the proceeds 
are used to pay administrative costs of the student loan program 
and costs of issuing the bonds. This exception applies only to the 
extent such costs are financed with the bond proceeds and only to 
the extent the issuer is not otlierwise reimbursed. Interest pay- 
ments by student borrowers are not treated as reimbursements for 
this purpose. 

Additionally, under a special provision of Treasury Department 
regulations, costs paid from student-borrower interest payments 
are not taken into account in determining tiie yield on student 
loans. Thus, issuers of these student loan bonds may earn and 
retain an amount up to two times their administrative costs and 
costs of issuance without violating the present-law arbitrage re- 
strictions. The special exemption from the arbitrage rebate require- 
ment is scheduled to expire with respect to bonds issued after De- 
cember 31, 1988. 

Explanation of Proposal 

S. 2149 (Senators Mitchell, Pryor, Durenberger, Boren, Danforth, 

and Rockefeller) 

S. 2149 would make permanent the special 18-month initial tem- 
porary period when issuers of GSL- and PLUS-student loan bonds 
may invest bond proceeds in nonpurpose investments without 
y /egard to yield restrictions. 
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The bill also would make permanent the special exemption from 
the arbitrage rebate requirement under which issuers of these stu- 
dent loan bonds may retain arbitrage profits to pay admmistrative 
costs and costs of issuing the bonds. ^ 

Further, the bill would extend these two special exceptions to 
supplemental student loan bonds and also would authorize quali- 
fied scholarship funding corporations to issue supplemental student 

loan bonds. . , , * 

The bill would be effective on the date of enactment. 
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IIL ECONOMIC ANALYSIS 

A. Education Savings Bonds; Education Savings Accounts; and 
National Education Savings Trust 

A number of bills introduced in the 100th Congress would pro- 
vide tax incentives for education by creating either education sav- 
ings bonds (S. 1662 and S. 1817), education savings accounts (S. 
1533, S. 1659, S. 1660, and S. 1661), or a national education savings 
trust (S. 1572). Each of these bills would provide tax incentives to 
encourage parents to save to finance the postnsecondary education 
of their children. These bills would provide either deferral of, or ex- 
clusion froto, tax tor income that is used to finance qualified educa- 
tional expenditures. 

Deferral vs. exemption 

Exempting income from taxation is always more valuable to the 
taxpayer than deferring taxation on the same income. For exam- 
ple, if $1,000 could be invested for 10 years to earn eight percent 
annually and those earnings were exempt from taxation, this in- 
vestment would have accumulated $1,158.93 in interest by the end 
of the 10-year period. If the earnings instead were taxed annually 
to a taxpayer at the 28-percent marginal tax rate, the accumulated 
interest, net of taxes, would be $750.71 after 10 years. If the earn- 
ings were not taxed annually, but rather the tax was deferred for 
10 years and assessed on the accumulated interest at the end of the 
10-year period, the value of the taxpayer's net earnings would be 
$834.43. In this example, deferral increases the taxpayer's return 
by 11.2 percent over the 10-year period compared to annual tax- 
ation. Exemption is 38.9 percent more beneficial than deferral over 
the same period. 

The benefit of tax exemption generally is greater to a higher- 
income taxpayer than a lower-income taxpayer, because the tax li- 
ability saved per dollar of Tax-exempt income is greater for taxpay- 
ers in higher tax brackets. The benefit of deferral depends not only 
on the taxpayer's current tax rate, but also on his or her future taA 
rate. The benefit of deferral is increased for a taxpayer who cur- 
rently is taxed at a high marginal rate, but who can defer the tax 
liability until a lower marginal rate applies. The benefit of deferral 
is decreased if the taxpayer currently iz taxed at a low marginal 
rate and defers the tax liability to a year when a higher marginal 
tax rate applies. In this circumstance, because of the taxpayer's 
low initial tax rate, the taxes deferred may actually be worth less 
than the taxes owed at the later date when the taxpayer is in a 
higher tax bracket. 
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Provi$ion$ ofpreient law providing taving incentives 

Present law contains vcurious tax incentives for savings. While 
not earmarked for education* these incentives may provide the op- 
portunity to save for education expenses. Given the existence of 
these tax-preferred savings instruments, some argue that addition- 
al savings incentives are not justified. 

For example, the interest cu qualified bonds issued by State and 
local governments is exempt from Federal income taxation. The in- 
terest on U.S. Series EE savings bonds is taxed on a deferred basis. 
Under certain circumstances, benefils accrued under a qualified 
pension plan may be borrowed or withdrawn to pay education ex- 
penses. Interest earned on a life insurance contract accrues annual- 
ly (inside buildup). The interest income which has accrued to the 
policy is subject to taxation on a tax-deferred basis. The policy 
could be redeemed to pay education expenses. Alternatively, a loan 
against the cash surren^r value of a life insurance contract can be 
used to pay education expenses, generally without current tax on 
the inside buildup. Parents can establish a trust under section 
2503(c) the income of which may be taxed at lower marginal tax 
rates than the parents' rate; the trust can then be used to pay edu- 
cation expenses. In addition, assets may be shifted to children and 
receive the benefit of the children's lower marginal tpjc rates if the 
children are over 14 years old. 

Others argue that the existing tax incentives are insufficient to 
encourage systematic, long-term saving for education expenses, 
which Imve risen rapidly in recent years (see Appendix, below). 
They argue that the national saving rate is too low and further in- 
ducements to save are warranted. Moreover, they argue that the 
economy would benefit from having a more educated, more skilled 
labor force. Incentives for education would induce more individuals 
to seek post-secondary education or training. 

Who benefits from savings incentives for education? 

The immediate beneficiaries of the tax incentives to save for edu- 
cation provided by the bills are parents who want to fund future 
education expenses of their children. By providing an exemption 
from income, or a deferral of tax liabiliiy, tihe bills generally would 
provide more benefit to higher-income taxpayers than to lower- 
income taxpayers. Individuals without any income tax liability 
would not receive any benefit from these proposals. 

The recipients of the education also could benefit, because gener- 
ally additional education or training increases an individual's earn- 
ing potential. In addition, the recipients may benefit by completing 
Uieir education with a smaller burden of debt than they otherwise 
would have incurred. However, some would argue ttiat to the 
extent these incentives would not lead to more individuals enroll- 
ing in post-secondary education or training programs, there would 
be no benefit to the recipients since they would have obtained the 
training even if no such incentives were enacted 

Tome of die benefit of the incentives may accrue to the educa- 
tional institutions and their employees, rather than to the taxpay- 
ers and their children. Some believe that such incentives, by in- 
r-nf in creasing the demand for post-secondary education, would drive up 
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the iwices that educational institutions and their employees charge 
for their services. To that extent, higher prices could transfer the 
«>«5^"t from the taxpayer to the educational institution. 

The benefit the parents may receive from tax exemption or de- 
ferral can significantly increase the rate of return on saving for 
education. Tlus higher return might induce parents to save money 
for their children s education that they otherwise would not. If so, 
this inducement could increase the national saving rate, leading to 
greater economic growth. 

Equity con$ideration$ 

Some believe it is inappropriate to permit any taxpayer an ex- 
emption, fiJl or partial, for interest on savings for education. Such a 
rail orpartial exemption is equivalent to a deduction for tuition 
costs. They argue that such a deduction more often benefits higher- 
mcome taxpayers than lower-income taxpayers, and that it is inap- 
propriate to extend tax incentives to save to higher-income taxpay- 
ers because they already possess the means to save for their chil- 
dren s education without added inducement. Others argue that the 
costs of education have risen for everyone and that broadly applica- 
ble tax incentives are justified. 

Benefits for higher-income taxpayers could be restricted in a 
number of ways. The amount of the annual contribution could be 
limited. For example, S. 1533 and S. 1572 limit the amount of 
annual contributions that may be deducted and phase out the de- 
duction for higher-income taxpayers. Similarly, S. 1817 would not 
permit exemption of the earnings of education savings bonds for 
taxpavers with adjusted gross income in excess of $150,000, and 
would provide only partial exclusion for taxpayers with adjusted 
gross mcome between $75,000 and $350,000. However, even for 
th^ taxpayers, the benefit cf tax deferral remains. 

Crests for annual contributions, rather than deductions, could 
be util^. For example, S. 1659 and S. 1661 would provide a tax 
CTedit for contributions made to an education savings account of 
the intended beneficiary. In general, a credit provides the same re- 
duction in tax to all taxpayers regardless of their tax rate. Depend- 
ing upon the size of the credit, the credit could be more or less gen- 
erous than a d(^uction. However, deductions and credits, if not re- 
fundable, provide no benefit to individuals who have no tax liabil- 

Lhiiiting the ability of higher-income taxpayers to benefit from 
exemption does not necessarily remove the benefit of deferral. S. 
1552 would limit the annual tax deferral for all taxpayers to the 
deferral of the tax which would be due on no more than $1,000 of 
education savings bonds. 

Some who believe that the benefit of the incentives accrues to 
Uie recipients of the education feel it is unfair that the recipient 
does not pay tax on at least a portion of the benefits received. They 
sugg^ that some of the benefits granted to current taxpayers 
should be recaptured from the taxpayers' children upon the com- 
pletion of their education. For example, S. 1659, S. 1660, and S. 
1661 each would recapture at least part of the benefits by adding to 
♦he taxable mcome of the child 10 percent of the benefits, in 10 
gp^Q^u^ installments ctarting in the year the child reaches age 25. 
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From a family's perspective, these bills would provide deferral of 
tax liability. However, from the parents' perspective, the benefit 
would be one of exclusion from income, becam^e the deferred tax 
would be collected from the children. If the (parents view the educa- 
tion savings account as full or partial exclusion, the bill would pro- 
vide a clear incentive to establish these accounts. If the parents 
take the family perspective, the benefit of deferral depends, in 
part, upon the rate at which the tax is deferred and the rate at 
which the tax is ultimately due. Most typically, children are sub- 
ject to lower tax rates upon their completion of post-secondary 
training than their parents face. When this is true, deferral can 
carry a substantial benefit. The benefit of deferral will be greater if 
the deferred anounts are taxed at a lower rate than the rate that 
would apply if such amoimts were included in the parents' income. 
When the children are subject to higher tax rates than their par- 
ents, the benefit of deferral decreases but is not necessarily elimi- 
nated. 

Some would view the concept of assigning the ultimate tax liabil- 
ity to the children as appropriate because it is the children who re- 
ceive the benefit of the education. On the other hand, assigning the 
tax lial)ility to the children may increase the financial burden of 
voung individuals. For example, $50,000 in college expenses would 
be assigned to the child beginning at age 25. If the child is taxed at 
the 15-percent marginal tax rate, tax liability would be increased 
by $750 per vear. The child would owe $1,400 per year in additional 
taxes at a 28-percent marginal rate. Some would argue that this is 
appropriate, smce a higher income could result from a greater ben- 
efit received from education. However, since the typicsl case is for 
the parents' income to exceed their children's income, this would 
be a regressive shift of the tax burden. 

An additional consideration in taxing the educational benefit to 
the child is administrative complexity. One or more taxpayers may 
contribute to the account of a single beneficiary; the taxable por- 
tion of the benefits must be traced to the beneficiary at age 25, 
which is three years beyond the age at which the averc^e college 
student graduates. Distributions not expended on education create 
a tax liability for the contributors. This could create significant en- 
forcement burdens for the IRS, which would be required to identify 
the contributors to whom the tax liability applies and the portion 
of liability applicable to each contributor. 

Savings incentives for education and the national savings rate 

Some argue that, as a nation, we save too little. All the above- 
described bills would increase the after-tax return for savings, 
there? v making saving a relativelv more attractive option than 
current consumption. As a result, the taxpayer may choose to save 
more. However, if the taxpayer saves with certain ^oals or target 
amounts in mind, increasing the net return to saving could lead 
the taxpayer to save less because the same amount could be saved 
with a smaller investment of principal. For example, a taxpayer in 
the 28-percent marginal bracket may set aside $1,300 todav to help 
defray tuition expenses 15 years from now. If the taxpayers invest- 
ment ear^s eight percent annually and those earnings are taxed 
Q nnually, 15 years from now his investment will be worth $8,000. If 
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the taxpayer could defer the tax owed on the earnings for 16 years, 
an investment of only $1,025 today would be worth $3,000 15 years 
from now. Empirical investigation of the responsiveness of personal 
saving to after-tax returns provides no conclusive results. Some 
find personal saving responds strongly to increases in the net 
return,** while others find little or a negative response.® 

Creating new tax-favored saving arrangements does not necessar- 
ily create new saving. The higher net return and the increased 
awareness of the need to save for college expenses which could 
arise from the private market advertising for education savings ac- 
counts or the sale of education savings bonds could induce taxpay- 
ers to save more. On the other hand, the taxpayer might merely 
transfer existing savings accounts into a tax-advantaged education 
account The proposed structure^ for education savings bonds, edu- 
cation savings accounts, and the education savings trust is similar 
in structure to present-law deductible and nondeductible individual 
retirement accounts ("IRA"). Some believe that IRAs have been re- 
sponsible for new saving, i.e., saving which would not otherwise 
have occurred.® Others argue that IRAs have for the most part 
been financed by taxpayers either shifting funds from their exist- 
ing holdings of securities into IRAs, or by placing in IRAs funds 
which they would have saved anyway. In addition, it would be 
possible to finance the account with borrowed funds, in which case 
no net saving would occur, f a home equity loan were used, the 
interest on the borrowed funds would be deductible as well. 

As discussed above, some of the bills would limit the ability of 
higher-income taxpayers to utilize fully all of the incentives. Expe- 
rience with IRAs prior to the restrictions imposed by the Tax 
Reform Act of 1986 on contributions by higher-income individuals 
indicated that although many lower-income individuals contributed 
to IRAs, the percentage of participatio i was greatest among 
higher-income taxpayers. Higher-income taxpayers made larger 
contrib^ tions as well. Taxpayers with adjusted gross incomes in 
excess of $50,000 constituted approximately 29 percent of all IRA 
contributors, but accounted for more than 35 percent of 1985 IRA 
contributions. 

DisMbuttoM for expenses other than education 

It may be possible for taxpayers to use these incentives to accu- 
mulate more funds than they need to meet post-secondary educa- 
tion expenses. The bills establishing education saving accounts or 
the National Education Saving Trust would include in the income 
of the contributors their pro rata share of any distributions from 
the accounts which are not spent on qualified education expenses. 
In addition, each bill would provide for an additional 10-percent 
income tax on such distributions to recapture partially the tax ben- 

ApriU9% 86*^"* "Taxation, Saving, and the Rate of Interest," Journal of Political Economy, 

• S« G. von Furstenberg, "Saving." in H Aaron and J. Pechman (eds), How Taxes AJect 
Economic Behavior, Brookinffi Initiation, 1981. 

* 55^\YSi**^' ^' ^vid A. Wiae, "The Evidence on IRAa," Tax Notes, vol. 38, Janu- 
aiy 25. 1988, pp. 411-16. 

> %V^'^I*''' •"^ Charles Bryce, "Individual Retirement Accounts: FacU and 

'p iiues." Tax Notes, vol. 31, June 2, 1986, pp. 5l7«21. 
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eflt or deferral for such distributions. S. 1572 would increase the 
additional tax to 20 percent if the distribution occurs after the 
named beneficiary's 25th birthday. 

Establishing an account or buying education saving bonds could 
be advantageous for taxpayers even if they have no intention of 
funding post-secondary education for their children. This is because 
of the benefit of tax deferral that the accounts would provide. For 
example, for a taxpayer with a 28-percent marginal tax rate, $1,000 
of income would leave $720 available after tax to be saved. If this 
amount is invested to earn eight percent annually and the earn- 
ings are taxed annually, at the end of 10 years the taxpayer will 
have $1,260.51. If, however, the taxpayer can deduct the $1,000 and 
accumulate the interest tax-free, at the end of 10 years he or she 
will have $2,158.93. After including the distribution in income, sub- 
ject to the additional 10-percent tax, the taxpayer would net 
$1,338.54 (six percent more than if the account had not been used). 
The result would be different if the initial contribution is not de- 
ductible. 

In both S. 1662 and S. 1817, the education savings bonds would 
be registered to the purchaser. The purchaser need not have chil- 
dren to buy the bond. If not used for qualified education expenses, 
the proceeds would be taxed as ordinary income in the year in 
which the bond is redeemed. These bonds could become vehicles for 
saving for purposes other than financing education, because they 
offer any taxpayer the advantage of tax deferral on his or her in- 
vestment. While an IRA currently offers the benefit of tax deferral, 
a penalty is imposed for withdrawal before retirement age. As a 
result, these bonds should be a more preferred saving instrument. 

S. 1662 would moderate this potential effect by limiting the 
annual tax deferral to interest on the first $1,000 of such bonds. In 
addition, S. 1662 would require that no interest be paid on any 
bond held longer than 20 years. On the other hand, S. 1662 would 
exempt from taxation the accumulated interest if the taxpayer died 
or became disabled. To the extent that taxpayers use these bonds 
as a general saving instrument at the expense of Federal revenues, 
they could operate as an inefficient means of aiding education. 

Some might argue that providing the tax benefit of deferral 
when the proceeds are not spent on education is inappropriate. The 
penalties in the bills may be sufficient to keep taxpayers from 
using these tax preferred instruments for expenses other than edu- 
cation. However, the penalties also could discourage taxpayers 
from using these instruments. Many high school graduates do not 
go on to college or other formal post-secondary training. If parents 
established these tax-preferred accounts or purchased education 
savings bonds, they would not know if their children will gain ad- 
mittance to college. If their children do not enroll in a post-second- 
ary education program, the parents would be subject to the penal- 
ties. Depending upon the size of the potential penalties compared 
to the tax saving, this ccald create a financial risk the parents 
would not want to assume. This could lead to the accounts being 
established by those who are most sure that their children will be 
going on to college. These parents are also most likely to save for 
college expenses m the absence of tax incentives. 
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On the other hand, parents who establish accounts might more 
readily encourage their children to seek post-secondary training. 
This additional training could be valuable to the economy as a 
whole. 

Other issues in saving for post-secondary education 

Investment of the account or trust monies 

S. 1533, S. 1659, S. 1660, and S. 1661 would create individually 
directed saving accounts. The contributor could direct the trustee 
to invest in stock, bonds, etc. S. 1572, S. 1662, and S. 1817 would 
require that proceeds be invested in Federal securities or Federally 
backed securities. Typically, Federal securities generate lower aver- 
age earnings than corporate stock or other financial instruments. 
Some would argue that restricting investment to lower^rning se- 
curities would diminish the incentive effect of a savings plan. In 
addition, they argue that freedom of choice would allow parents to 
earn higher yields and thereby more easily accumulate the neces- 
sary funds to meet post-secondary education expenses. 

On the other hand. Federal securities are risk-free. Funds saved 
for education through Federal securities are assured of having 
their full face value plus accumulated interest available for future 
education expenses. The stock market and other investments are 
inherently risky and neither principal nor earnings are assured; 
thus, parents could accumulate less money than needed for their 
children's education. 

For many taxpayers, the interest on the education savings bonds 
would be exempt from tax, or at least are more favorably taxed 
than other income. At the same time, the interest the bonds would 
pay could be significantly higher than that offered by existing tax- 
exempt bonds.' ^ If so, such bonds would provide strong direct com- 
petition for the municipal bond market. This could force States and 
municipalities to offer higher yields to attract lenders, thereby in- 
creasing borrowing costs of State and local governments. 

Other financial aid 

Children of parents who have not accumulated sufficient funds to 
pay for college expenses are often eligible for other financial aid, 
either private or governmental (see the Appendix, below, for infor- 
mation on Pell grants, Perkins Loans, Guaranteed Student Loans, 
etc.). In general, eligibility for this aid depends upon parents' cur- 
rent income and parents' accumulated assets. The greater the par- 
ents' income and the greater their accumulated assets, the less 
likely the student will qualify for financial aid. Reducing the 
amount or likelihood of Federal or other aid to the student imposes 
an implicit tax on the accumulation of assets. This might reduce 
the effectiveness of these bills in stimulating saving for college edu- 
cation. 



*!. J:?"^®'" ^ woM pay the Federal long-term rate S. 1817 does not authoriae 

the Treasury to issue a new series of bonds, but rather would permit purchasers to qualifj by 
purchasing any existing Treasury issue The Treasury currently issues, as Series EE bonds, 
bonds whose interest earninM are not taxable until the bonds are redeemed. Thus, the existing 
O lenes EE bonds provide the benefit of deferral. 
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S. 1572 explicitly would require that the proceeds of an educa- 
tional savings trust not be included in any coiaputation of Federal, 
State, or private financial aid. While this removes the implicit pen- 
alty on accumulation it also means that certain programs designed 
to aid lower-income families may be opened to high-income fami- 
lies. 

Some would argue that it is appropriate to ask those who are 
wealthier to assume a greater burden of the expense of education 
from their own sources. Others would respond that this encourages 
people not to save for their children's education but rather to rely 
on subsidies provided by Federal, State and private programs, and 
it unfairly burdens those parents who do sacrifice to save for their 
children's education. 

Definition of education ex/ieiue 
In general, the bills would provide savings incentives for 
amounts of qualified education expenses, including tuition, fees, 
and reasonable room and board expenses. S. 1817 would exclude ex- 
pensec for room and board. Some would argue that since parents 
would provide for their children's room and board if they did not 
go away to school, it is inappropriate to provide tax benefits for 
these expenses; also, it can be argued that these are not expenses 
incurred directly for education purposes. In addition, they argue it 
would be unfair because parents whose children continue to live at 
home do not receive the same benc^t. On the other hand, expenses 
for room and board typically cost more if one lives away from 
home. For children v/ho do not attend a local coUwe, such expenses 
are necessary if tiiey are to receive the post-secondary training. 
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B. Deduction for Intere^^t on Education Loans 

S. 628 would permit the full Miount of interest on qualified edu- 
cation loans to be deducted by individuals as an itemized deduc- 
u J ^he extent dedu- i ^ility reduces the cost of debt associated 
with education expense? chis provision may reduce the cost of edu- 
cation and thereby make college more affordable to a greater 
number of individuals. Also it is argued that student loans often 
impose a heavy burden on graduates at the beginning of their ca- 
reers; interest deductibility under the bill may ameliorate this 
burden. 

S. 628 would reduce education costs only to the extent that debt 
IS incurred. Because the bill may reduce the effective cost of debt 
relative to other financing methods, opponents may argue that in- 
terest deductibility might encourage students to assume additional 
debt instead of using current earnings or previous savings for edu- 
cation expenses. 

Further, it is argued that the deductibility of student loan inter- 
est might benefit predominantly middle- and upper-income taxpay- 
ers, since college graduates generally earn higher levels of income 
than individuals who do not attend college. Because educational 
loan interest would, only be deductible by itemizers, and .he per- 
centage of individuals who itemize increaijs with income, higher- 
income taxpayers may benefit more than lower-income individuals, 
in addition, the value of the deduction would be greatest for tax- 
payers in the highest bracket. Also, the highest level of loans gen- 
erally would be obtained by students who continue on with profes- 
sional or graduate education and who typically would have the 
hightrft income levels during the repayment period. 

On the other hand, some argue that the benefits of deductibility 
would accrue more to lower- and middle-income individuals be- 
cause higher-income individuals may not need to borrow to finance 
education costs. To the extent that higher-income students would 
borrow to take advantage of the deduction while spending their re- 
sources on other goods or services, however, this argument may not 
be as persuasive. 

Some believe that interest deductibility is desirable to alleviate 
the excessive burden that student loan repayments place on some 
graduates. 13 To the extent any excessive burden stems from low 
inconie or unemployment rather than high levels of debt, the effect 
of deductibility of interest paymente might provide limited relief 



The Guyantewi Student Loan (GSL) program limita aggregate loans at $17,250 for under- 
graduatea^d $54,750 for graduate and professional "tudenta 

K.u l^v*-^ graduates of four-year educational institutions with educational debt and who 
held fuL-time jobs the year after graduation, a third had debt repayments amounting to more 
than su percent of pre-tax mcome in the first year of repayment. Ten percent of the graduates 
had repayments greater than 10 percent o» income See Cathy Hendeison. "College Debts of 
ifecent Uraduates. American Council or Education, December 1987. 
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For Federally subsidized loans, a reduction in repayment rates or 
increased deferments might be of greater value in reducing the 
burden on lower-income graduates than would interest deductibil- 
ity.^^ Similarly, some argue that high debt levels and correspond- 
ingly high after-tax interest payments prevent graduates from ac- 
cepting lower-paying public service jobs. 

Individuals who incurred debt for educational purposes prior to the 
Tax Reform Act of 1986 may have expected to be able to deduct 
interest charges when the debt was to be repaid. Some consider the 
phase-out of the personal interest deduction enacted in 1986 as 
placing an unfair, additional burden on these individuals that 
could not have been expected when the deuv was incurred. Others 
respond, however, that the phase-out applies to interest on all per- 
sonal debt, not just that on student loans. 

According to one study, 43 percent of graduates of four-year insti- 
tutions of higher education in 1984 had borrowed money for educa- 
tional expenses. Of 1984 graduates who borrowed funds, the aver- 
age indebtedness was $5,470. For the average debtor, interest de- 
ductibility under the bill would reduce the netof-tax loan repay- 
ment cost by a maximum of $72 in any year when compared to 
present law; the maximum present value reduction in the total cost 
of education from the year of enrollment would be under $350.^* 

In another example, a 1987 college graduate who had accumulatr 
ed the four-year GSL maximum totfi debt of $13,250 (um 
present law) would receive, from the enactment of S. 628, no more 
than $20C of tax benefits in any year; the present value of the tax 
benefits due to the bill would be less than $1,050. Likewise, the av- 
erage 1987 entering freshman who borrows for educational purposes 
is projected to accumulate a total educational debt of $11,360.^^ 
The tax benefit for this 1991 graduate would not exceed $250 in the 
first year of repayment, while the present value of the * ^ benefits 
would be under $1,200. If the student is not able to ..;;mize for 
some years of debt repayment, the benefit might be significantly 
lower. 



^* The GSL program already provides several deferments, including up to two years due to 
unemployment and for periods of additional study 

The datr in this paragraph a<« baaed on an analysis of the Department of Education "1985 
Recent College Graduate Survey' preeented in Henderson, supra. The analysis omiU graduates 
who were at the time enrolled in a ftirther degree program. 

1* These calculations assume n nominal interest rate on the loan of eight percent, that debt is 
treated as a GSL with defermei*^ until six months after graduation and a ten-year repajrment 
period, and that in each repayment pcnod year the borrower itemizes and is in the 28-Mrcent 
marginal tax bracket. It also is assumeu that the borrower graduates in four years. Present 
values are are calculatec! using a five-perceLt annual discount rate and using the initial year of 
enrollment as the base year. This makes the present value amounts comparable to total college 
costs discounted to the freshman year. . ^ , , 

" This prcdection is based on an U-percent grovth in the average 1984 graduate debt level 
Q See Henderson, supra). 
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C B&..|^loyer*PTOv!ded Edacational Assistance 

n5 reinstate the prior-law exclusion (sec. 127 of the 

tode) from income and employment taxes for employer-provided 
educational assistance; this exclusion expired at the end of 1987. 
Under present law, the value of employer-provided education that 
relates directly to die taxpayer's current job remains excludable; 
however, the value of expenses of training for a new job or occupa- 
tioa is not excludable. 

The prior-law exclusion for employer-provided educational assist- 
ance can be viewed as a me^ns for advancing the goal of increased 
educational opportunities. In this view, encouraging employers to 
retrain employees for new jobs or careers is an efficient means to 
mcrease the skills and productivity of the workforce. Education 
which employers provide is more likely to be of direct economic 
value to both the employee and the firm. Some belie-e, however, 
that tile most useful employer-provided expenditures already are 
excludable as job-related education expenses. 

Some also could argue that ihe :rior-law excluiiion provided tax 
benefits m an unfair manner. Ap individual who incurred non-job- 
related education expenses directly would not be entitled to a deduc- 
tion for such expenses, while an individual covered by an employer- 
provided plan would be able to exclude from income the same ex- 



Compared to the excludability of job-related expenses, an exclu- 
sion for all employer-provided educational assistance arguably pro- 
vidw a greater benefit to less^killed individuals. Higher-income, 
nigheMkilled employees often can more easily justify educational 
expenses as related to theu- current job while, for example, a clerk 
may nave difficulty in justifying most educational expenses as di- 
rectly related to his or her current job. 

Othera believe that the section 127 exclusion would favor higher- 
mcome mdividuals, in part because exclusions are more valuable to 
higher-mcome taxpayers. Also, the exclusion might be utilized to a 
greater ertent by higher income taxpayers. Nondiscrimination 
rules would help ensure thet lower-income taxpayers also benefit, 
though not necessarily to the same extent. 

The section 127 exclusion was viewed by some as a method to 
avwd considerable uncertainty for employers and employees re- 
garding eligible job-related educational exoenditures. Many believe 
that It is administratively difficult for taxpayers and the IRS to dis- 
tingUMh job-related from other educational expenses, and that the 
pnor-law exclusion provided a useful simplification. Others believe 
that if the prior-law exclusion is not reinstated, the IRS could pro- 
vide additional guidance defining job-related education. 
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D. Certain Student Loan Bonds 

Exception to arbitrage rebate rules 

Typically, student loan bonds are issued by qualified scholar- 
ship funding corporations or other issuers which have been specifi- 
cally created to administer these programs. Generally, qualified 
scholarship funding corporations do not receive direct assistance 
from State govemmentd. Recognizing this fact. Congress permitted 
these issuers to utilize arbitrage earned on their bond issues to fi- 
nance their operations for a transitional per?od while they sought 
more permanent financing from the State government or other 
sources. Since arbitrage earning on the issue of tax-exempt securi- 
ties largely come at the expense of lost Federal revenue, this spe- 
cial exemption is equivalent to the Federal Government funding 
the operation of these independent corporations. S. 2149 would 
make permanent this implicit Federal funding of these independ- 
ent corporations. 

Some argue that Federal funding of these corporations is appro- 
priate because they administer the operation of Federal education 
assistance programs (the GSL and PLUS education loans). Since 
the benefits derived from higher education do not accrue to any 
one State, but to the nation as a whole. Federal assistance to these 
corporations links program costs to program benefits. In addition, 
0^ rating these loan programs through corporations at the State 
level decentralizes the administration of the programs and places it 
closer to those receiving the loans. This decentralization can create 
opportunities for exoenmentation at the State level and also may 
facilitate monitoring of the program. Permitting these corporations 
to finance themselves through arbitrage earnings removes their 
budgets from the political process and assures their contmued 
smooth functioning. . , . ^ 

Others argue that while the Federal Government provides inter- 
est subsidies for GSL and PLUS leans, these programs are State- 
administered programs which direct the loans to State residents. 
Since the immediate benefits are directed to State residents, the 
States should pay the administration costs. The purpose of these 
Federal programs is to utilize tax-exempt bonds to lower the bor- 
rowing costs of eligible students, not to provide an mdirect subsidy 
to prograi.' operating expenses. Early issuance of tax-exempt bonds 
to maximize profits is inefficient. The cost of arbitrage to the Fed- 
eral Government is greater than the revenue lost to an equal mere- 
mental issue of tax-exempt bonds used to lower student borrowmg 
costs* 

In addition, it is argued that financing the operation of these cor- 
porations by arbitrage earnings removes the administration of 
these programs from Federal or State budgetary oversight. Unlim- 
ite<l use of arbitrage earnings permits the corporations to deter- 
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mine their own administrative budget. Lastly, making permanent 
this transitional exception would establish for these private corpo- 
rations more fiivorable arbitrage rules than those that apply to any 
other tax-exempt bond. For example, State ai;d local governments 
are not permitted such treatment on their general obligation 
bonds. ^ 

lummee of Buppkmenial Btudent loan bomb 

Stat^ may issue supplemental student loan bonds as private ac- 
tavi^ bonds S. 2149 would permit private corporations to issue 
bonds which are presently tiie purview of the States. In addition, 
by extending the exception from arbitrage rebate rules to these cor- 
porations, the bill would implicitly fund the administration of State 
supplemental student loan program with foregone FMeral reve- 
nues. 

Some believe that consolidating these programs would lower 
overall administrative costs. In addition, exempting the State sup- 
plemental student loan bonds frt>^ arbitrage rules would further 
the Federal goal of providing low-cost ftmding for post-secondary 
education. 

(^qponents argue that while GSL and PLUS loans both cany ex- 
phdt Federal subsidies and guarantees, the State supplemental 
student loan bords do not Moreover, the loans made from the pro- 
oe^ of supplemental student loan bonds are not subject to the 
Federally mandated income taigetting rules. Since the supplement 
1 Purely a State program, and do not necessari- 

ly fumll Federal polipy goals of aiding lower-income families, it 
may be inappropriate to finance the administration of the State 
program through the Federal revenue loss which arbitrage gener- 
a t es. 
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APPENDIX 

Direct Aid to Students for Post-Secondary Education 
Background 

Throughout the 1980*8, more than 12 million students have en- 
rolled annually in post-secondar> education or training programs, • 
with approximately 80 percent enrolled in public institutions and 
20 percent in private institutions. From the avrerage high school 
graduating class, 65.8 percent enroll in some form of post-secondary 
education or training program at some point in the four years fol- 
lowing their high school graduation. During this period, 45.2 per- 
cent attend a four-year college or university, 27.9 percent attend a 
two-year college, and 7.6 percent attend a vocational or technical 
training school.^ 

In every year since 1981, the costs of attending a two- or four- 
year college have risen faster than the rate of inflation; by con- 
trast, in the late 1970's college costs lagged behind inflation. As 
Table 1 below details, since 1976 collie tuition and fees generally 
have risen 30 percent more than the economy's overall pria. level. 
For the 1975-76 academic year, the total cost of attending a four- 
year private college averaged $4,391 (tuition of $2,240) and the total 
cost of attending a four-year public college averaged $2,679 (tuition 
of $578). For the 1986-87 academic year, the comparable total cost 
figure had risen to $10,199 (tuition of $5,793) for a four-year private 
college and to $5,604 (tuition of $1,337) for a four-year public col- 
lege. 



' Center for Education Statistics, The Condition of Education 1987 The subcategories Ho not 
add to 65 8 percent because an individual may be counted in more than one category. For jxani- 
pie, a student might attend a junior college before attending a fou»--year college 

(33) 
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Table L--Annual Percentage Change in Average College Costs, 1976-1987 
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3.9 
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5.1 


6.9 


6.2 


11.8 


1980 


-4.7 


3.5 


5.9 


6.7 


4.5 


6.7 


10.4 


8.1 




1981 


19.3 


13.1 


1.8 


8.8 


3.8 


4.6 


12.2 


10.1 


10.4 


1982 


1.1 


3.4 


26.6 


22.0 


16.0 


13.6 


13.1 


13.2 


6.1 


1988 


26.9 


10.3 


-5.5 


2.6 


19.5 


13.3 


8.4 


8.6 


3.2 


1984 


4.4 


8.6 


24.5 


15.0 


12.9 


7.6 


15.1 


12.9 


4.8 


1985 


-3.7 


3.4 


10.0 


6.9 


1.9 


3.4 


8.4 


6.9 


3.6 


1986 


10.2 


«NA 


9.3 


8.9 


10.3 


8.9 


8.0 


7.1 


1.9 


1987 


0.6 


«NA 


5.1 


4.7 


7.6 


5.5 


6.9 


5.6 


3.7 


1976-1987 


120.2 


«NA 


136.7 


118.3 


131.2 


109.2 


168.6 


132.2 


99.6 



I Change is measured from preceding year. Hence, 1979 measures the change from 1978 to 19'<y. 
* Not available. 



Source: S. Boren» "Selected Tables and Readings Related to College Costs," Congressional Ref^utrch Service, September 16, 1P87. 
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Federal direct aid to post-secondary students 
Pell Grants 

Pell Grants provide a foundation of flnancial aid, to which aid 
from other Federal and non-Federal sources may be added. To 
qualify, the student must oe an undergraduate enrolled at least 
half-time. In addition, the student or his or her parents must satis- 
fy a needs test based on the student's or parents' current income 
and accumulated assets. 

The maximum award for the 1987-88 academic year is $2,100; no 
repayment is required. Pell Grants are usually limited to providing 
assistance for five years of study. Pell Grants are awarded without 
regard to the school the student chooses to attend. 

Supplemental Educational Opportunity Grants 

A Supplemental Educational Opportunity Grant ("SEOG") is an 
award for undergraduates with exceptional financial need, with 
priority given to Pell Grant recipients. As a grant, it does not have 
to be repaid. 

The maximum SEOG is $4,000 per year. The size of the grant a 
student receives depends upon need and the availability of SEOG 
funds at the school. Financial need is determined by reference to 
the Uniform Methodology. ^ The Uniform Methodology makes a dif- 
ferent calculation of need than does the Pell Grant, but like the 
Pell Grant bases its calculation on the student's or his or her par- 
ents' current income and accumulated assets. 

College Work-Study 

The College Work-Study ("CWS") Program provides wage subsi- 
dies to colleges for jobs held by undergraduate and graduate stu- 
dents who need financial aid. The student must be paid at least the 
Federal minimum wage, but may be paid more depending upon the 
type of work. A student's award of CWS funds depends upon need 
as determined by the Uniform Methodology, the availability of 
funds at the school, and other sources of aid. 

Perkins Loans 

Perkins Loans, formerly National Direct Student Loans, are low- 
interest loans (cu-rently five percent) to students for post-second- 
ary undergraduate or graduate education. Eligibility is needs-tested 
based on the Uniform Metholology. 

The student may borrow up to $4,500 if enrolled in a vocational 
program c/ if he or she has completed less than two years of a pro- 
gram leading to a bachelor's degree; up to $18,000 if the student 
has completed two years of study tc^ward a bachelor's degree; and 
up to $18,000 for graduate or professional study. This latter total 
includes any Perkins Loan? received to finance undergraduate 
studies. 

No payment of principal or interest is required until nine 
months after the student graduates or leaves school. Interest pay- 

' Ste» S. Boren, "Provisions of the Pell Grant Fairilly Contribution Schedule and the Uniform 
O ethodVosy M Contained in the Higher Education Amendments of 1986/' Congressiona: Re- 
£ PJ^(^ Si rvice. July 9.JjBij. ^ 
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ments may be deferred thereafter under certain circumstances, 
such as service m the .'jmed Forces. The oorrower has uo to 10 
years to repay. *^ 

Guaranteed Student Loans 

* V^"?'?**'^ Student Loan ("GSL") is a low-interest loan made 
to the student by a private lender such as a bank; these loans are 
insured by a State guarantee agenqr and reinsured by the Federal 
Government. The mterest rate for GSLs commencing July 1, 1988 
wiU be eight percent. The Federal Government pays a special al- 
lowance to lenaers to bring the GSL borrower's rate up to approxi- 
matelv the fair market rate. EligibiUty is determined by the Uni- 
form Methodology. The GSL program Is a needs-tested entitlement 
pr^am, the only entitlements program in the Department of Edu- 
cation. 

Depending upon need, the student may borrow up to $2,625 per 
year if a first- or second-year undereraduate student; up to $4,000if 
undergraduate study have been completed; and up to 
J7,5p0 per year if a graduate student. As an undergraduate, the 

student may have outstanding is 
$17^250. The total for Graduate study is $54,750, including loans re- 
ceived as an undeigraduate. 

Loan repayments begin six months after the completion of study. 
U)an payments may be deferred under certain circumstances. The 
Federal Government makes interest payments on behalf of the stu- 

• J**Vi? , ® student is enrolled m school and during deferral 
periods. The lender must permit at least five years and may allow 
up to 10 years to repay. « *"» 

PLUS Loans and Supplemental Loans for Students 

fJ^^A *°f°?"S?®o"?'' P^*^* borrowers and Supplemental Loans 
for Students ( SLS ) are for mdependent student borrowers. Like 
J VcT ^ »???e by private lenders to the parents or the stu- 
dent. oLS and PLUS loans carry a variable interest rate, adjusted 
MnuaUy. The variable rate is based on the bond equivalent rate of 
the 52 week Treasury-bill plus 3.25 pecentage points. For the 1987- 
8B academic year, the interest rate is 10.27 percent. PLUS and SLS 
loans are not needs-based. 

ITie loans are insured by the State guarantee agency and rein- 
sured by the Federal Government. Unfike GSL loans, the Federal 
tjovOTiment does not pay interest during deferral periods. The only 
direct Federal subsidy, aside from insuring defaults, occurs if the 
calculated mterest rate for PLUS and SLSToans rises above 12 per- 
cent. In tiiat circumstance, the loan rate is capped at 12 percent 
and the Federal Government pays a special allowance to lenders. 

H^US eMblM parents to borrow no more than $4,000 per year, 
up to a total of |fe,000, for each child who is enrolfed at l^t W 
time. Under SLS, graduate students and independent undergradu- 

i^iw^^"^ ""i ^ P®'" ^ear, on to a total of 

$20,000. This amount is in addition to the GSL li' iits. 

State Student Incentive Grunts 

State Student Incentive Grants provide grants to those States 
^ -fhich estabbsh a scholarship program and use State funds to 
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match the Federal funds. The maximum grant a student may re- 
ceive under ^his program is $2,500. The States establish the eligibil- 
ity criteria. 

Scope of din . aid to $tudent$ 

In addition to Federal aid, direct aid is a^'zilable to post-second- 
ary students from State programs and frjm private institutions. 
Table 2, below, shows the trend in direct aid to students since 1970. 
Since 1975, total aid available and institutional aid have risen 
roughly at the rate of overall inflation, but somewhat less than the 
more rapidly rising college costs. Because total enrollment in insti- 
tutions of higher education has risen from 11.2 million to 12.2 mil- 
lion, student aid per enrolled student has not kept up with the 
overall inflation rate.^ 

Table 2.— Sources of Student Aid to Higher Education, Selected 
Schocl Yearn 1970-71 to 1985-86 

[In million of dollars] 



Source 



1970-71 1975-76 1980-81 1985-86 



Federal student aid: 

Pell grants 936 2,387 3.749 

SEOG grants 134 201 366 396 

College work study 227 295 658 693 

Perkins loans 240 460 695 841 

Guaranteed student loans, 

PLUS, and SLS 1,015 1,267 6,201 9,411 

State student incentive 

grants 20 76 76 

Subtotal 1,616 3, 179 10,383 15,166 

Other Federal aid: 

Veterans 1,121 4,180 1,714 746 

Social Security 499 1,093 1,883 0 

Other aid 109 180 190 ^NA 

Institutionally awarded aid 965 1,435 2,138 3,426 

State grant programs 236 490 8l 1,374 

Total 4,495 10,486 17,099 21,008 

^ Not available. 

Source: S. Boren, ''Selected Tables and Readings Related to College Costs," 
Congressional Research Service, September 16, 1987. 
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Table 2 indicates that loans are thf fastest growing component of 
Federal aid. However, the growth of u)tal borrowing does not neces- 
sarily imply that real indebtedness of students has increased. 

Table 3 shows that while the number of students receiving Fed- 
erally sponsored loans has increased substantially, the average 
GSL and Perkins loans, measured in constant dollars, has de- 
creased slightly. More students are using Federally sponsored loans 
rather than each student taking a larger loan. On a per-student 
basis, this suggests that nonloan direct aid to students has declined 
even more. 

Table 3.— Post-Secondary Student Borrowing by Program, 
Selected School Years 1970-71 to 1985-86 

[Numbei of loans in thousands] 



Program 1970-71 1975^76 1980-81 1985-86 

Guaranteed Student Loans 

Number of loans 1,017 922 2,899 3,640 

Average loan: 

Current dollars $998 $1,374 $2,134 $2,277 

Constant 1986 dollars $2,824 $2,784 $2,770 $2,333 

Perkins Loans 

Number of loans 452 690 813 854 

Average loan: 

Current dollars $532 $667 $853 $880 

Constant 1986 dollars $1,505 $1,351 $1,107 $902 

PLUS Loans 

Number of loans i NA ^ NA 6 212 

Average loan: 

Current dollars ^ NA » NA $2,333 $2,585 

Constant 1986 dollars ^ NA ^ NA $3,029 $2,649 



Not applicable. 



n^PJi"^ f ^^^^^^ "Student Loans: Are They Overburdening A Generation?" 
tollege Entrance Examination Board, February 1987. 
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Table 4 indicates that student debt, from all sources, has risen as 
a percentage of college costs. In conjunction with Table 3 data, this 
might suggest that non-Federally sponsored borrowing has in- 
creased in importance. 

Table 4.— Comparison of Cumulative Dobts of 1 977 and 1984 
College Graduates 



1977 Graduates 1984 Graduates 





Public 


Private 


Public 


Private 


Average cumulative debts 


$2,348 


$3,114 


$4,970 


$6,350 


Average cost of 4 years of 


$10,500 


$17,900 


$17,100 


$32,500 


Debts as percentage of costs.. 


22 


17 


29 


20 



Notes: Based on Department of Education surveys of college t'raduates. Cumula- 
tive debt IS defined as total educational debt from all sources Data only includes 
fulMime employed graduates of four-year institutions who incurred some positive 
amouiit of educational debt. 



Source C Henderson, "College Debts of Recent Graduates," American Council 
on Education, December 1987 



Tax expenditures for education 

Present law contains several provisions which directly benefit 
education and training. For example, scholarship and fellowship 
income is excluded from taxation (up to certain limitations). Par- 
ents may claim an exemption for students age 19 or over. The in- 
terest on State and local government student loan bonds is tax- 
exempt. Contributions to educational institutions are tax-deductible 
for itemizers, subject to certain limitations. Over the next five 
years, fiscal years 1989-1993, the various tax expenditures related 
to education and training are estimated to be worth $17.2 billion.'* 



* Joint Committee on Taxation, Estimates of Fe'ieral Tax Expenditures for Ftscal Years 19S.^- 
/.9V.y(JCS-3-HS). March «, U>KS 

o 
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TESTIMONY BY SENATOR ROBERT T. STAFFORD BEFORE THE FINANCE 
COMMITTEE ON THE CONSIDERATION OF TAX INCENTIVES FOR EDUCATION 
SAVINGS PLANS 

MARCH 15, 1988 

MR. CHAIRMAN, LET ME BEGIN BY COMMENDING THE COMMITTEE FOR 
CONVENING TODAY'S HEARING ON EDUCATION SAVINGS PLANS. AS THE 
RANKING MINORITY MEMBER ON THE SUBCOMMITTEE ON EDUCATION, I HAVE 
COSPONSORED TWO BILLS WHICH WOULD ENCOURAGE FAMILIES TO INVEST IN 
EDUCATION THROUGH THE PURCHASE OF TUITION SAVINGS BONDS. IT IS MY 
FIRM BELIEF THAT THE ENACTMENT OF SUCH LEGISLATION WOULD PROVIDE A 
VITAL EXPANSION OF EXISTING FEDERAL STUDENT FINANCIAL AID 
PROGRAMS. THE PROPOSALS BEFORE YOU TODAY ENCOURAGE A PRINCIPAL 
WHICH HAS BEEN LOST IN OUR CURRENT FEDERAL SYSTEM OF SUPPORT FOR 
HIGHER EDUCATION - THAT PRINCIPAL IS SAVING FOR YOUR CHILDREN'S 
EDUCATION. 

THE COST OF A POSTSECONDARY EDUCATION IS SKYROCKETING. 
CONSEQUENTLY, THE OPPORTUNITY TO PURSUE EDUCATION r;EYOND HIGH 
SCHOOL IS MOVING OUT OF REACH FOR MANY OF OUR NATION'S YOUTH. AT 
A TIME WHEN THE IMPORTANCE OF IMPROVED TECHNOLOGICAL TRAINING TO 
KEEP AMERICA COMPETITIVE IS IN THE FOREFRONT OF THE PUBLIC 
CONSCIOUSNESS, IT IS IMPERATIVE THAT OPPORTUNITIES FOR 
POSTSECONDARY EDUCATION EXPAND, NOT DIMINISH. 

FOR THE SEVENTH STRAIGHT YEAR, TUITION HAS RISEN FASTER THAN 
INFLATION. THE PROJECTED TUITION FOR A PRIVATE SCHOOL IN THE YEAR 
2005 IS $88,778. IN 1979, THE AVERAGE COST OF ATTENDING H YEARS 
AT MIDDLEBURY COLLEGE, MY OWN ALMA MATER, WAS $34,900. I WON'T 
TELL YOU THE COST WHEN I WAS THERE. THE CURRENT ESTIMATE FOR 4 
YEARS — THAT'S ONLY TUITION, ROOM AND BOARD IS 167,807. 
THAT'S AN INCREASE OF ALMOST 50J IN LESS THAN 10 YEARS. ONLY THE 
MOST AFFLUENT AMERICAN FAMILIES CAN AFFORD SUCH AN INVESTMENT 
WITHOUT ASSISTANCE. WHILE INCREASED FEDERAL COMMITMENT VIA 
INCREASED FUNDING FOR PELL GRANTS AND GUARANTEED STUDENT LOANS IS 
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PART OP THE SOLUTION, NEW INITIATIVES * HICH ENCOURAGE SAVINGS MUST 
BE SN ACTED. 

ONLY A DECADE AGO, GRANTS MADE UP 75% OP A STUDENT AID PACKAGE; 
LOANS Cr4PRISED THE OTHER 25%. NOW, 10 YEARS LATER, LOANS MAKE UP 



2/3' 8 OP THE PINANCIAL AID PACKAGE FOR A STUDENT. WE ARE COMING 
PERILOUSLY CLOSE TO A TIME WHEN ONLY TME WEALTHY WILL BE ABLE TO 
ATTEF'D COLLEGE AT THE INSTITITION OP THEIR CHOICE. 

IN 1965, CONGRESS ESTABLISHED THE GUARANTEED ^UDENT LO^N PROGRAM. 
THIS WAS DESIGNED AS A LOAN OF CONVENIENCE PGR MIDDLE INCOME 
FAMILIES. SINCE ITS INCEPTION OVER 20 YEARS AGO, THE GSL 
HAS REPLACED THE PELL GRANT AS THE PRINCIPAL FORM OF AID FOR LOWCR 
INCOME STUDENTS. TODAY'S GSL BORROWER OFTEN HAS AN INCOME EQUAL 
TO THE KhuirlEI^TS OP MAXIMUM PELL GRANT ASSISTANCE. THE 
CONSEQUENCES OP THESE O.I^NGES IN GSL ELIGIBILITY ARE EVIDENCED BY 
THE CURRENT DEFAULT CRISIS IN THE PROGRAM. 

OVER $65 BILLION HAS BEEN LOANED TO STUDENTS THROUGH THE GSL 
PROGRAM. THE PROJECTED ANNUAL BORROWING RATE IS $9 BILLION. IN 
THE PAST SEVEN YEARS ALONE STUDENT INDEBTEDNESS HAS INCREASED BY 
60%. THAT MEANS THAT CLOSE TO FIFTY PERCENT OF ALL GRADUATES 
BEGIN JOB HUNTxNG ALREADY $7000 IN DEBT. THAT ESTIMATE JUMPS TO 
$9000 FOR GRADUATES OF PRIVATE INSTITUTIONS. CERTAINLY COLLEGE 
GRADUATES ENTER THE WORK FORCE AT A DISTINCT ADVANTAGE IN TERMS OF 
FUTURE EARNING POWER. WE MUST BE CAREFUL, HOWEVHR, NOT TO LIMIT 
CAREER CHOICES BY FORCING STUDENTS TO CONSIDER ONLY THOSE 
POSITIONS WHICH OFFER THE HIGHEST SALARIES. 

THE PROPOSALS BEFORE YOU ARE ALL RELATIVELY SIMPLE TO 
UNDERSTAND AND TO ENACT. FOR EXAMPLE, S. I8l7, THE EDUCATION 
SAVINGS BOND ACT, WOULD PERMIT TAXPAYERS TO TRANSFER U.S. SAVINGS 
BONDS TO AN INSTITUTION OF HIGHER EDUCATION OR VOCATIONAL SCHOOL 
AS PAYMENT FOR TUITION AND SCHOOL COSTS. IF THE BOND IS USED IN 
THIS FASHION, THE INTEREST ON THE BOND WOULD BE EXCLUDED FROM THE 
TAXPAYER'S GROSS INCOME. SHOULD AN INDIVIDUAL DECIDE NOT TO USE 
THEIR BOND FOR HIGHER EDUCATION PURPOSES, THERE WOULD BE NO Lu3S 
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OP MONEY. INSTEAD, THE INDIVIDUAL FORFEITS ONLY THE TAX EXEMPTION 
THAT IS PROVIDED WITH THIS BILL. 

THE INTEREST DEDUCTION IS APPROPRIATELY FASHIONED TO PROVIDE 
THE MOST BENEfll TC FAMILIES WHICH NEED THE MOST ASSISTANCE. 
STARTING AT AN ADJUSTED GROSS INCOME OF $75,0C0, ONLY 67* OF THE 
INTEREST EARNED IS EXCLUDABLE. AT $125,000, THE EXCLUDABLE 
INTEREST DROPS TO 3^% AND »?INALLY AT $150,000, THS TAX BENEFIT IS 
LOST. I MIGHT ADD THAT THE BILL PROVIDES FOR THESE BRACKETS TO BE 
INDEXED ACCORDING TO THE CONSUMER PRICE INDEX EACH YZKR, 

THERE ARE SEVERAL OTHER STRONG POINTS RELEVANT TO SEVERAL v. THESE 
BILLS WHICH X F^EL ARE WORTH NOTING. FIRST AND FOREMOST IS THE 
SIMPLICITY WHICH I HIGHLIGHTED EARLIER. NO COMPLICATED "NEEDS 
TEST" WOULD BE REQUIRED. ANYONE CAN PURCHASE A SAVINGS BOND 
EITHER INDIVIDUALLY OR, IN MANY INSTANCES, THROUGH AUTOMATIC 
PAYROLL DEDUCTIONS. CURRENTLY, OVER 46,000 COMPANIES OFFER 
SAVINGS BONDS THROUGH PAYROLL DEDUCTION PLANS WITH ABOUT 6.5 
MILLION EMPLOYEES TAKING ADVANTAGE OF THIS PROGRAM. 

THIS LEADS ME TO A SECOND POINT: ENCOURAGING THE PURCHASE OF U.S. 
SAVINGS BONDS. IN FY 1987, $10.3 BILLION WORTH OF SAVINGS BONDS 
WERE SOLD TO AN ESTIMATED 9 MILLION AMERICAN FAMILIES. INCREASING 
THE NUMBER OP SAVINGS BONDS SOLD EACH YEAR HAS ADDED BENEFITS FOR 
THE FEDERAL TREASURY WHICH WE ALL CAN SUPPORT. REDUCING TAX 
REVENUES THROUGH ENACTMENT OF SAVINGS BOND LEGISLATION MUST 
CERTAINLY BE AN IMPORTANT CONSIDERATION FOR THE COMMITTEE. 
HOWEVER, THESE COST FACTORS SHOULD BE WEIGHED AGAINST BENEFITS 
•IJICH INCLUDE A BETTER EDUCATED WORK FORCE AND REDUCED 
INDEBTEDNESS. 

THIS PROPOSAL ALSO ENCOURAGED SAVING FOR THE FUTURE. I GREW UP IN 
AN ERA IN WHICH SAVING FOR THE FUTURE WAS EMPHASIZED, WHETHER FOR 
A HOUSE OR A COLLEGE EDUCATION. TN THE MIND OF THIS SENATOR, THAT 
IS A VALUE WHICH OUP FEDERAL FINANCIAL AID PROGRAMS SHOULD 
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PROMOTE, NOT DISCOURAGE. TO BURDEN THE NEXT GENERATION WITH 
INORDINATE DEBT IS SHORTSIGHTED AND POTENTIALLY DEVASTATING TO OUR 
ECONOMIC FUTURE. 

FINALLY, A FEDERALLY ENACTED TUITION SAVINGS PLAN HAS THE ADDED 
BENEFIT OF PORTABILITY. A FEDER/.L COMMITMENT TO SUCH A PLAN WILL 
ASSURE A STUDENT THE RIGHT TO ATTEND AN INSTITUTION OF CHOICE, 
REGARDLESS OF LOCATION. MANY STATE SAVINGS PLANS WHICH HAVE BEEN 
ENACTED OR ARE UNDER CONSIDERATION LIMIT STUDENT OPTIONS. A 
STUDENT FROM MASSACHUSETTS WHO WISHES TO ATTEND ONE OF VERMONT'S 
FINE INSTITUTIONS, SHOULD HAVE THAT OPPORTUNITY. 

A RECENT STUDY FOUND THAT 3 OUT OF 4 PARENTS WHO WANTED THEIR 
CHILDREN TO ATTEND A PRIVATE INSTITUTION SAID THEY EXPECTED THEM 
TO ATTEND A PUBLIC UNIVERSITY BECAUSE THEY "DJDN'T BELIEVE THEY 
WOULD BE ABLE TO AFFORD IT". HISTORICALLY, O'JR FEDERAL STUDENT 
AID PROGRAMS HAVE GUAF:ANTEED BOTH ACCESS AND CHOICE IN HIGHER 
EDUCATION. THEY ARE PRINCIPALS WHICH WE MUST STRIVE TO PRESERVE 
IF WE WANT OUR INSTITUTIONS TO RETAIN THEIR INTERNATIONAL 
PREEMINENCE. 

I WOULD LIKE TO LEAVE YOU WITH THESE THOUGHTS. A RECENT SURVEY 
FOUND THAT OF THE GENERAL PUBLIC FAVORED FEDERAL TAX 

INCENTIVES m THOSE WHO SAVE FOR COLLEGE. IN MY OWN STATE OF 
VERMONT, THE HIGHER EDUCATION COUNCIL PASSED A RESOLUTION 
ENDORSING A SAVINliS BOND PROPOSAL ENACTED AT THE FEDERAL LEVEL. 
CLEARLY, THERE IS NATIONAL SUPPORT FOR TUITION SAVINGS 
LEGISLATION. I AM HOPEFUL THAT YOUR COMMITTEE WILL ACT SWIFTLY TO 
BRING A BILL BEFORE THE PULL SENATE FOR THEIR CONSIDERATION. 
TODAY'S HEARING MARKS AN IMPORTANT STEP TOWARD THIS GOAL. I 
APPRECIATE HAVING THE OPPORTUNITY TO APPEAR BEFORE YOU. THANK 
YOU. 
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STATEMENT OF SEN. CLAIBORNE PELL (D,RI) , CHAIRMAN OF THE 
SUBCOMMITTEE ON EDUCATION, ARTS AND HUMANITIES AT HEARING ON TAX 
INCENTIVES FOR EDUCATION BEFORE THE COMMITTEE ON FINANCE 



Mr. Chairmanr I want to commend you for holding this important 
hearing. 

As you know. Senators Stafford, Kennedy and I have 
introduced two of the seven measures on tuition savings plans 
before you today. One of these is the NEST proposal, which would 
establish a national education savings trust fund. For the 
poorest families, contributions to the fund would be tax exempt, 
while for others contributions would have varying rates of tax 
deductibility. Tne other is the educational savings bond 
proposal, which would allow the earned interest on U.S. savings 
bonds to be tax exempt if the bonds were used to finance a 
child's education. 

I would like to speak briefly this morning not on the 
details of the two proposals, but rather on the need for a new 
program to help families plan for and finance a college 
education. 

Let me be clear trom the outset, however, that I am not 
advocating either proposal as a replacement for our current 
federal student aid programs. Instead, I view any new plan as a 
supplement to our existing efforts. 

The need for an additional program is without question. In 
the next decade, it is estimated that the cost of a college 
education will continue to skyrocket. 

Unfortunately, it is unlikely that increases in ojr federal 
student aid programs will keep pace. That is certainly the case 
with past experience, while college costs have risen 77% since 
1980, th3 value of federal student aid has decreased. For 
example, in 1980 a maximum Pell Grant award of $1750 could cover 
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41% of the average tuition bill. Today a maximum Pell Grant 
covers only 29% of such cost. 

But this does not tell the who^e story. Over the past 
decade we have moved from a situation in which the typical 
student aid package was three-fourths grants, and one-fourth 
loans to one which is precisely the opposite — one-quarter grants 
and three-quarters loans. Several factors have combined to bring 
thib about. The Administration's opposition to student aid 
increases for most of the past seven years is certainly a major 
factor, as is the budget deficit. The two have worked hand-in- 
hand to limit severely the aid increases students have needed. 

Even worse, the failure of our grant programs to keep pace 
with increased college costs has force»3 the poorest students to 
borrow the most. 

The sad fact is that we are creating an indentured class of 
young people saddled with enormous debts as they start out on a 
professional career. Loans accounted for 17 percent of student 
aid in 1975-76 and 49 percent in 1986-87. 

This trend cannot continue. If it does, we will be pricing 
a college educatio. beyond the reach of most students, even with 
federal grant or work study assistance. We need to make sure 
th<»t the federal programs we have keep pace not only with 
inflation but also with the cost of a college education. 

Sadly, this will not be enough. We cannot rely upon the 
federal programs we have to meet the total educational needs of 
our citizens. We must have a supplemental approach that will 
encourage families even of modest means to save at least some 
money for the college education of their children. And that, Mr. 
Chairman, is the rationale for the proprosals that are aefo^'e you 
today. 

I cannot end my testimony, however, without impressing upon 
you the urgency of che situation. If we do not put a new 
mechanism in place soon, we will face a very serious crisis. 
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Already the facts are very disturbing. The number of blacks 
pursuing a college education has declined from 34 percent to 26 
percent in the past decade. The number of Hispanics has dropped 
from 36 percent to 27 percent over the same period. And, as I 
have noted earlier, even when students can find a way to go to 
college, they do so through enoraous and unreasonable borrowing. 

I an aware that any proposal of the kind before you will 
have a large price tag in terms of lost revenue. That cost will 
pf\^, .. --rever, if we consider the long-term cost to our Nation of 
not pursuing such a program. In a year in which there is much 
discussion of the need for the United States to make its work 
force more competUive, we would be short-sighted, indeed, if we 
fai'ed to link such a concern with the availablility of education 
programs to future generations. 

Again, I commend you for this hearing, and am grateful for 
having had the opportunity to share some of my thoughts with you. 

Thank you. 
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STATEMENT OF SFNATOR EDWARD M. KENNEDY 
AT THE SENATE FISASCE COMMITTEE HEARING ON 
TAX INCENTIVES FOR EDUCATION 



Mr. Chairman and members :i cne Finance CcQmittee* it is an honor 
to b« here to discuss S.I8I7, tne Education Savings Act. 

Fr most Americans, a college education is an important part ot 
cne American dream. But a recent survey found :.nat 82 percent of the 
public believe that rising coses will soon put a college degree out of 
reach for most families. 

Between 1980 and I9d6f ^^ilege tuition increased by 75 percent, 
while family income grev by 33 percent. Tuition at America's best 
coilegtt can easily cost $12,000 a year. For children born in 1987* 
the annual bill may be over $30,000 by the time they are ready for 
college. And that is just fjr cuicion: room, board, Dooks and 
supplies will add much more to the price. For all out the very 
wealthy, that is not a dream. It is a nightmare. 

We cannot allow rising costs to put a college degree out ot 
reach. Widespread access tj higher ^Uucation is the nation's best 
hope for economic growth and social progress. Families must oe able 
to aCCoro the best possiole education for their children. 

On% of the most effective ways to do this is to encourage 
tamilies to save Cor future college expenses. But for many families, 
saving money is a diCCicuIt proposition. 

I am proposing, therefore* co create an incentive to save for 
education through the purchase of U.S. Savings Bonds, we have used 
the tax code in the past to nelp oring the American dream to countless 
tamllies. Through tax incent;.-es, we have helped them huy t.heir 
hones, meet their medical bills, and save for retirement. 

But we have never helped them save for education. In fact. 
Whether Caailies put money awa/ for a luxury cruise, a fur coat, a new 
car or a college education, they are taxed on their savings. That 
policy is out of touch with Americans real priorities. 

i4y proposal emphasizes the importance ot saving Cor high«r 
education. It is a simple, sensible way to help families save for 
college. It will give children security in their future, and a goal 
CO strive Cor. It will not create a new government bureaucracy. 

The plan works like thist i£ a family buys a U.S. Savings Bond 
and uses it to pay Cor their child's higher education, the interest 
earned on that bond will be permanently tax free. Bonds will be 
turned over to an eligible higher education institu*'.ion af payment for 

tuition. 

At the present time, interest on savings bonds is taxel, but the 
tax IS deferred until the bond is redeemed. This plan woull eliminate 
Che tax completely, and givo families an incentive to save lor college 
expenses oy investing in America. To ensure that those who most need 
help will be the ones who benetit, the tax exemption will be reduced 
oeginning ac an income of $75,000 and ^lii be completely phased ^ut at 
$150,000. 

Savings bonds are an ideal investment for this purpose. First — 
and most important in these uncertain times ~ they are a safe 
investment, backed by < ne fuli :aith and credit c* the U.S. 
Government. There is no risk tnat the savings will be lost. 

Our proposal does not require complex rules ror changing 
circumstances. If a child <:i?es not attend college, the bond is still 
cully redeemable and the proceeds can be used for ^ny purpose. All 
that IS lost IS the tax exemption. 
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Savings bonds are a famiiar and popular way to 3ave> which gives 
tnis plan an advantage over proposals to cre^cc a separate savings 
instrument Cor education. Accoraing to recent surveys » lower and 
midaie income families, tnoae «/ith children un(ier IB, and minorities 
preter savings bonds tc stocks, niutual funds, and other instruments of 
savings. 

Savings bonds are also a convenient way to save. About 50,000 
companies encourage employees to purchase them through payroll 
deductions an effective itethod to put money away cor the future. 
Approximately 7S percent of savings bonds are now bought through 
payroll deductions. Bonds are also readily avaiiaole at banks and 
other financial institutions, and can even be bought through the itail. 
Parents would have easy access tc the program — with no application 
to fill Out or difficult choices to make. 

The plan will also br;ng additional funds to the Treasury. If 
the sale of savings bonds ^rjws ay 10 percent., for example, it will 
generate $1 billion in additional funds. 

The Joint Tax Committee estimates that the proposal will cost 
$300 million a year five years atter enactment. Obviously, the 
estimate depends on assumptions aa to how many families are Iikoly to 
take advantage of the proposal. But even il it is accurate, it means 
that we will sell billions ot ooilars a year in savings bonds. 

The net cost ot the proposal ts the Treasury wiii oe offset by 
lower borrowing costs. According to the Treasury Department, the 
Government saves $60 million cor ever- oiliion dollars sold in savir.;s 
bonas. If our propose^ results in tl sale of $5 oillion of savings 
ooncia a year, the plan will oe seif *f inancing. 

Som« economists dispute the idea that tax incentives encourage 
new saving. Instead, they argue, the incentives only encourage 
taxpayers to shift from one form of saving to another. But U.S. 
Savings Bonds are different from other savings instrumentSf and there 
IS an excellent chance that many families who are not saving now will 
00 so, using this safe, convenient plan. In any evenc, I believe this 
tax incentive for Savings Bores is justified, because i.t gives a 
higher priority to saving for education. 

Finally r the proposal offers advantages over other current 
.roposals for college saving. Some states are offering programs of 
-neir own, but zhey can only be used within the state. The creation 
j£ a new form oc savings bond for education h^s also been suggested, 
but I see no need tor such duplication and complexity r when regular 
^'.S. Savings Bonds can do the same job better. 

The federal commitment to college aid is well-established. The 
Reagan Administration's efforts to cut back student assistance 
programs have failed; if anytn^-., .-^^se eftorts have solidified a new 
consensus about education as a -ji..nai priority ano the need for a 
strong teoeral role. Stuaent i., _r-;ratns jeserve to be increased, 
not placed on the chopping blj.< . 

The federal role is, ana ~ remain, focusea sn financial 
resources for economically disac. a-.ta^ed students. But rising costs 
tnreaten to put a college degr-- .I reach ot average famiUes too, 
and we must find a safe, conven»e-c ana sinipie way to help tnem neet 
tuition bills. 

we have long known the vai-e investing in eaucation — ana the 
cost of not doing so. Today */e ..nk two long-standing American 
institutions — the U.S. educa:.-n s/ste.n and U.S. Savings Bonds. 
Each will benefit the other, anc -ane America stronger in the future. 
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STATBNBIT OF SE9AT0R PAUL SINOH (D.,IL) 
OH S. 1817, BDUCATIOV SAVIIQS ACT 



Mcrch 15» 1968 



Mr. Chtlraan, I «■ pl«a««d to Join you today and mj collevguea on 
th« Labor and Human Raaourcaa Coaalttae In aupport of S. 1617, 
tha Bdueatlon Savloga Act of 1967. Thla bill Introducad on 
Oetobar 23> 1967 by Sanators Kannady and Pall rapraaanta tha most 
aarlouc fadaral option, yat propoaad, to aaalat alddla and uppar 
Ineoaa faalliaa aava for collaga azpansaa. Caah'flow la ona of 
tha Boat aarloua problaaa faolnf Aaarlcan faalllas — who ara 
fraquantly unpraparad to pay tha rlalng ooat of a collaga 
aduoatlon. Thla laaua paying for oollaga -> la ona of tha 
Boat fraquantly ralaad quaetlona among ay Illlnola oonatltuanta 
and paranta around tha country. 

Va ara rapidly raachlng a point In tlaa whan alddla Invoaa 
faBlllaa will not ba abla to afford to aand thalr chlldran to 
tha collaga of thalr oholoa. Slnea I960, prlvata, four-yaar 
eollagaa hava Incraaaad thalr .otal coata from an avaraga of 
$5>666 annually to an avaraga of $11,210 In 1966, whlla total 
coata at public, four-yaar Inatltutlona hava rlaan from an 
avaraga of $2,467 to $4,1^6 — with an avaraga 6-10^ incraasa 
aach acadaalc yaar alnca 1966. Anothar 6]K incraaaa In thaaa 
coata la foracaat for tha 1966-69 acadaalc yaar. 

Tha coat of a collaga aducatlon haa rlaan twlca tha rata of 
inflation during tha 1960'a, prompting Education Sacratary 
Bannatt to launch an all-out attack on higher aducatlon. Much of 
Bannatt'a attack la unwarranted. Thla la largaly bacauaa hia 
allegation that eollagaa ralaa tuition to "capture** Incraeaee In 
federal atudent aid la not aapported by the fecta — there haa 
been n£ Increeeee In the Quarentaad Student Loan (QSL) aazlaua 
during the 1960-66 period end only one Incraaaa In tha Pell Grent 
■axlBUB award — end he Ignorea the fact that Inet Itutl onel 
flnenclel aid haa Incraaaad (40 percent) to eccoaaodeta tha 
failure of federal atudent aid progreaa to grow. Aa co»ta have 
aplraled, ao haa the reliance of atudanta of all Incoaa lavala on 
loana. 

The ^borrow now, leern letar* phlloeophy haa Incraaaad atudent 
Indebtedneaa to an averege of $10-$15tOOO. Draaetlc ehifta froa 
grent aid to loe& aid for lower Incoae atudenta — only 16.9 
percent of flrat-tlae, full-tlae fraehaen received pall grente In 
Ch« Fall of 1906, coapered to 31. S rarcant In 1980, a decline of 
267,000 pell reclplante — have execerbetad tha rlalng coet 
trend, forcing acre etudente, at ell Incoaa lavele. Into acre end 
acre debt. Hen/ aleo chooee lower coct poeteacondary optlone 
euch aa coaaunlt/ collagee. 

The two aoet dleturblng trende: (1) the ehlft of fedarel 
aeeletance froa SOX grent aid end 20Z loen eld In 197S-76 to 46Z 
grant aid end SIX loan eld (4Z work etudy) In 1986-87; end (7) 
the ehlftlng of the perental reeponelblll ty to pey for college to 
their eone and daughtare la reflected In rlelng etudent loan 
defeulte end rlelng levele of etudent ladebtadnake . tt la 
crucial to undaretand that defeult ra. *e "leve not rleen, the 
voluaa agalnet which the defeult le ae^eured Lae quadrupled In 
the laet dacedet 

Tha eolutlon to the problem le elaple — Increeee the aaount of 
grant aid to lower Incoae etudente end encourage thoee fealllee 
who can to aava for the coet of a college education. Thla auet 
ba dona In a - which doee not reduce revenuee to the Federal 
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Government, nor prevtnt the Coagreii fro« providing crltlctlly 
naaded lacreatet la grtnt and work-ttudy funds for low and middle 
incoae itudentt, etpeclally those attending Independent 
Inatltutloas . 

S. 1817 addreaaea both of thoae eonceraa — It doea not crea e a 
aubatantlal drain on the federal treaaury aa do many of che" 
education aavlnga account propoaals, nor does It penalize thoae 
who cannot afford to save and auat depend orj Pell Grants and the 
caapua-baaed prograaa, eapaclally College Work ?tudy and 
Supplemental Educational Opportunity Granta. 

I hope the Committee will look favorably on S. I8l7 and take 
atepa to move thla laglalatlon aa aoon aa poaalble. Thoae of us 
who serve on the tabor and Human Reaourcea Committee will take 
the next atep — modify the Congreaalonal Methodology or needs 
aaalyaia, which evaluatea parental Income and asaeta ao that 
htose who aave are not penalized for doing ao. 
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STATEMENT OF SENATOR CHARLES GRASSLEY 
BEFORE THE SENATE FINANCE tOM^ITTEF 
TUESDAY, MARCH 15TH, 10:00 A.M. 



Mr. CHAIRMAN/ THANK YOU FOR THIS OPPORTUNITY TO TESTIFY 
BEFORE YOUR COMMITTEP. I WANT TO COMMEND YOU AND THE 
OTHER COMMITTEE MEMBERS FOR CONDUCTING THIS HEARING ON 
EDUCATION TAX INCFNTIVES. I BELIEVE THAT TAX 
INCENTIVES FOR EDUCATION MUST BE AN ESSENTIAL PART OF 

OUR nation's education policy. 

I AM APPEARING BEFORE YOUR COMMITTEE TO URGE SUPPORT OF 
LEGISLATION WHICH I HAVE INTRODUCED. My BILL WOULD 
CORRECT A GRAVE MISTAKE THAT WAS MADE IN THE 1986 TaX 

Reform Act. 

In the 1986 Act, Congress phases out income tax 

DEDUCTIONS FOR PERSONAL INTEREST. ThIS REPEAL DOES NOT 

make any allowance for educational interest fxpense. 
Educational investment is treated no differently than 

LOANS FOR consumer GOODS. 

I AM ALSO CONCERNED ARO'iT THE EFFECT OF THIS REPEAL ON 
STUDENT LOAN DEFAULTS. ThE DEFAULT PROBLEM IS ALREADY 
TOO BIG. AmERKAN TAXPAYERS WILL HAVE JO PAY MORF 
THAN tl.6 BILLION THIS YEAR TO COVER DEFAULTED STUDENT 
LOANS. 



This repeal will further erode the abilities of 
thousands of recent graduates in meeting loan repayment 

COMMITMENTS. In EFFECT, IT CHANGES THE RULES IN THE 
MIDDLE OF THE GAME. RECENT COLLEGE GRADUATES TOOK OUT 
LOANS THINKING THEY COULD DEDUCT THE INTEREST FROM 
THEIR TAXABLE INCOME* NoW, IT WILL BE EVEN MORE 
DIFFICULT FOR STUDENTS TO MAKE LOAN PAYMENTS BY 
ELIMINATING THE BENEFIT OF TAX DEDUCTIONS FOR THE 
INTEREST EXPENSE* 

I VISIT WITH MANY COLLEGE STUDENTS HERE IN WASHINGTON, 
D.C., AS WELL AS BACK IN loWA. MaNY OF THESE STUDENTS 
TELL ME THEY ARE *AERAID OF GOING INTO DEBT* IN ORDER 
TO FINANCE THEIR COLLEGE EDUCATION* ThEIR FEARS WILL 
BE HEIGHTENED BY THE INABILITY TO DEDUCT INTEREST 
COSTS. 

Mr* Chairman, 1 think loans are a legitimate way for 
the federal government to provide financial assistance 

TO COLLEGE STUDENTS* ThOSE STUDENTS WHO WOULD BENEFIT 
MOST FROM HIGHER EDUCATION, HOWEVER, WILL BE RELUCTANT 
TO GO TO SCHOOL UNLESS THfY CAN ACQUIRE OUTRIGHT 
GRANTS* We all KNOW THAT SUCH GRANTS ARE AVAILABLE TO 
RELATIVELY FEW STUDENTS* 
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Repealing the deductibility for sTiiOENT loan interest 

ALSO MAKES IT MORE DIFFIFULT FOR PARENTS TO CONTRIBUTE 
TO THEIR CHILDREN S EDUCATION. ThE COSTS FOR FINANCING 
EDUCATION ARE INCREASED AND PARENTS WILL HAVE LESS 
DISPOSABLE INCOME TO INVEST IN EDUCATION- 

I URGE THE Committee to study the full implications of 

EVEN HIGHER DEFAULT RATES IN THE GUARANTEED STUDENT 

Loan Program. 



I HAVF INTRODUCED LEGISLATION TO CORRFCT THE MISTAKES 
OF THE LAST CONGRESS- My RILL. S.B28, WOULD RESTORF 
TAX DEDUCTIBILITY FOR STUDENTS' INTEREST EXPENSES ON 
THEIR STUDENT LOANS. IhE DEDUCTIBILITY COULD BE 
APPLIED TO EDUCATION COSTS. ALLOWED COSTS WOULD 
INCLUDE TUITION, FEES^ BOOKS, SUPPLIES, AND EQUIPMENT. 
IT COULD ALSO BE APPLIED TO REASONABLE LIVING EXPENSES 
WHILE AWAY FROM HOKE FOR PRIMARY, SECONDARY, COLLEGE, 

and graduate level >!ducation. 

Many of the proposals presented' to the Finance 
Committee today entail tax exemptions for income from 

savings bonds used to FINANCb HIGHER EDUCATION. I 
ENDORSE THIS CONCFPT AND AM A CO'SPONSOR OF SENATOR 

Kennedy's bill, S.1817. 

Even more than these proposals, however, I urge thf 
hiNANCE Committee to first correct the mistakes of the 
previous Congress. I urge the Committee to correct tax 
disincentives for existing education programs. I 

BELIEVE THAT MY PROPOSAL, S.628, WILL MAKE THESE 
CORRECTIONS. RESTORING THE TAX DEDUCTIBILITY FOR 
INTEREST ON STUDENT LOANS WILL FNHANCE THE GUARANTEED 

Student Loan Program. 

The Finance Committee has a very special opportunity to 

■PIRECTLY HELP COLLEGE GRADUATES. OnLY THE FINANCE 
COMMITTEE, BY APPROVING LEGISLATION TO PUT MONEY BACK 
IN THE POCKETS OF SUCCESSFUL STUDENTS, CAN DIRFCTLY 
PROVIDE EDUCATION INCENTIVES TO AmERICA's YOUTH. 

Education "programs" themselves obviously are 
essential to students. rut to provide education 

INCENTIVES TO THE I NDIVIDUAL . THF MOST FFFFCTIV F 
INCENTIVE GOES DIRFCTLY TO THE STUDENT - SUCH AS A TAX 

deduction. 

Mr. Chairman, ry taking the action to repeal tax 
deductibility, congress has actually imposed a new tax 

ON INDIVIDUALS SFEKING TO BETTER THEMSELVES THROUGH 
EDUCATION. In EFFECT, CONGRFSS HAS IMPOSED A TAX ON 

HUMAN potential- 
Education IS AN national investment WHICH WILL RE AN 
IMPORTANT FACTOR IN DETERMINING THE FUTURE OF AMERICA- 
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A WELL-EDUCATFD WORK FORCE IS VITALLY IMPORTANT IF WE 
ARE TO COMPETE EPPECTIVELY !N AN INTERNATIONAL ECONOMY* 

Restoring the tax deduction for interest on student 
loans would emphasize the value we place on education- 

to summarize, i believe the deductibility on interest 
on student loans should be retained for three main 

REASONS. 

First, thf interest on loans secured by primary and 
secondary residences, and subsequently used for 

EDUCATIONAL PURPOSES, REMAINS DEDUCTIBLE- ThIS HAS THE 
EFFECT OF PENALIZING LOW INCOME TAXPAYERS. WHO DO NOT 
OWN HOMES, BUT DO HAVE DREAMS OF EDUCATING THEIR 
CHILDREN OR THEMSELVES. 



Second, by lumping education expenses with consumer 
EXPENSES, Congress failed to make an important 
DISTINCTION. The ability to deduct interest on 
consumer loans supposedly discouraged consumer saving- 
Under the '86 Act, taxpayers will be more inclined to 
save for discretionary purchases, rather than to buy 
items on credit. education loans, however, arf not 

DISCRETIONARY. ThfV ARg A NECESSITY. OnLY VERY 

privileged persons can finance higher education without 
relying heavily on student loans. 

Third, aid to higher education has been reduced. As 

THE AMOUNT OF FINANCIAL ASSISTANCE FOR HIGHER EDUCATION 
DECREASES, IT IS ESPECIALLY IMPORTANT THAT CONGRESS 
REDUCE students' COSTS FOR THE ASSISTANCE THAT IS 
AVAILABLE. REINSTATING THE DEDUCTIBILITY OF INTEREST 
ON LOANS FOR EDUCATIONAL EXPENSES WILL HELP EASE THE 
BURDEN OF REPAYING COLLEGE EXPENSES. 

Before I conclude, I would like to mention that similar 

MEASURES HAVE BEEN INTRODUCED IN THE OTHER BODY- 

H.R. 592, BY Congressman Schulze and Congressman Tauke 

IS IDENTICAL TO MY BILL, 5-628. I BELIEVE CONGRESSMAN 

Schulze is submitting written testimony on behalf of 
the legislation- 
Thank YOU FOR THE OPPORTUNITY TO DISCUSS THIS IMPORTANT 
LEGISLATION. 
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STATEMENT BY MR. HATCH 

Mr. Chairman. I was pleased to join my coi i.r.AGUi.s. Senators 
Kennedy, Pell, and Stafford, as an original cosponsor of S.1817, 
THE Education Savings Act of 1987. We all appreciate this timely hearing 
BY THE Senate Finance Committee to consider our proposal to make 

EXEMPT FROM FEDERAL TAXATION THE INTEREST EARNED ON U.S. SAVINGS 

Bonds utilized to pay college tuition. I am also happy to note how 
MANY Senators, on both sides of the aisle, have since joined us in 

SUPPORTING THIS IMPORTANT, BUT SIMPLE PRO^-OSAL. IMPLEMENTATION 

OF THE Education Savings Bond proposal has also been included in 
THE Administration's fiscal 1939 budget. 

A POSTSECONDARY EDUCATION IS OFTEN TK£ KEY TO A BETTER JOB AND 
EXPANDED OPPORTUNITIES. BuT THAT EDUCATION CAN BE EXPENSIVE, 
POSSIBLY BEYOND THE NORMAL, UNASSISTED REACH OF MANY FAMILIES. ThE 

Education Savings Bond program can assist many families across this 

COUNTRY TO MAKE THE DREAM OF HlGHEK EDUCATION A REALITY FOR THEIR 

chjLDREN, Many people in my home state of Utah have expressed their 

INTENTION TO USE IT, As A MATTER OF FACT, NOW THAT IT HAS BEEN 
PROPOSED, SEVERAL UtAHNS HAVE ASKED WHY WE DIDn'T THINK OF IT SOONER. 

To INVEST IN U.S. Savings Bonds is easy. It is the form 
OF investment and savings most used by those who most deserve the 
federal government's help in planning, saving, and investing in 

THEIR children's FUTURE. To PURCHASE A U.S. SAVINGS GOND IN ORDER 
TO SAVE TO FINANCE AN EDUCAMON IS ALSO TO INVEST IN OUR COUNTRY AND 
IN A SOLID FINANCIAL INbTRJMLNT, ONE WE CAN BE SURE WILL NOT. OVER 
THE DECADES. BcCOfE A DEPLETED TRUST FUND UNABLE lO FULFILL TI'f HOhES 
OF THOSE WHO HAVE INVESTED IN IT. 

Nr. Chairman, I believe that the Education Savings Bond pro- 
posal IS an idea whose time has come. I LOOK FORWARD TO JOINING 
YOU, MY COLLEAGUES ON THE EDUCATION SuBCOI'.M I T TEF , AND ALL OTHER 

supporters of S.1817 in working to make it a reality. Thank you 
AGAIN, Mr. Chairman, fcr holding this morning's hearing. It is 

AN important step IN IMPLEMENTING A PROGRAM U'HICH CAN HELP ENSURc 
MANY CHILDREN A BETTER TOMORROW. 
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TESTIMONY 
' OF 

SENATOR BARBARA A. filKULSKI 
BEFORE THE 
COMMITTCE ON FINANCE 

EDUCATION SAVINGS ACT OF 1987 
MARCH 15, 1988 

MR. CHAIRMAN, I AM VERY PLEASED TO SUBMIT THIS TESTIMONY TO 
THE SENATE COMMITTEE ON FINANCE TOQA^ THE ISSUE OF FINANCING THE 
COLLEGE EDUCATION OF OUR Y0UN6 PEOPLE IS AN ISSUE THAT WE MUST 
ADDRESS NOW TO PREPARE OUR CHILDREN FOR THE JOBS OF THE FUTURE. 

I KNOW THAT IN MANY CASES, A YOUNG PERSON'S FIRST MORTGAGE IS 
THEIR COLLEGE LOAN PAYMENT. THE EDUCATION SAVINFS ACT IS JUST ONE 
WAY TO MAKE THAT "MORTGAGE PAYMENT* A LITTLE EASIE!^ TO MEET. 

I SUPPORT THIS RILL FOR ANOTHER REASON AND THAT IS THE ISSUE OF 
STUDENT LOAN DEFAULTS. WE MUST TACKLE AND ARE ^ACKLINfi THIS HARD 
ISSUE--WE ARE DRAFTING LEGISLATION IN THE EDUCATION SUBCOMMITTEE. 
WE KNOW THAT ONE REASON THiS DEFAULT PROBLEM HAS GROWN IS IHAT THE 
LOAN BURDEN ON uUR COLLEGE STUDENT HAS INCREASED ENORMOUSLY. 
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THE HIGH RATE OF STUDENTS DEFAULTING OM ThEIR FEDERALLY 
GUARANTEED STUDENT LOANS IS VERY UPSETTING. WE WANT TO ENCOURAGE 
STUDENTS TO PREPARE THEMSELVES FOR THE WORKFORCE IN THE YEAR 2000. 
OHE HAY IN WHICH HE INVEST IN THE DREAH OF FULL AND FULFILLING 
EUPLOYHENT in the future, is through THE GUARANTEED S.IIOENT LOAN 
PROGRAM. ANOTHER HAY HE MAKE THAT INVESTMENT IS BY PROVIDING HAYS 
FOR PEOPLE TO SAVE FOR THAT COLLEGE EDUCATION. AS THE FEDERAL 
GOVERNMENT TIGHTENS ITS FISCAL BELT, HE ARE VERY CMSCIOUS OF 
RECEIVING A RETURN ON OUR INVESTMENT. 

FOR MANY THE COST OF A COLLEGE EDUCATION IS THEIR FIRST 
MORTGAGE. LIKE ANY MORTGAGE, IT IS LARGE AND MUST RE PLANNED FOR 
AND IN MANY CASES REPAID. MR. CHAIRMAN THIS 'HOnGAGE* HAS GOTTEN 
SO OUT OF CONTROL AND OUT OF REACH OF MANY- LET'S CONTINUE TO 
EXPLORE SOLUTIONS SUCH AS THE EDUCATION SAVINGS ACT. 

THANK YOU, MR. CHAIRMAN FOR HOLDING TH'S HEARING AMD I LOOK 
FORWARD WORKING WITH YOU TOWARD A LEGISLATIVE SOLUTIOM. 
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T«atinony Subnittad for th% Record By 
THE HONORABLE RICHARD T. SCHULXB (R-PA) 

5th District - Penns 7«ni« 
Member - House Coonittee on Ways and Means 

Before the Senate Conmittee on Finance 



MR. CHAIRMAN AND DISTINGUISHED MEMBERS OP THE COHMITTEBy 

I APPRECIATE THE OPPORTUNITY YOU HAVE ALLOWED MB IN 
ADDRESSING YOOR CONNITTEE ON THE IMPORTANT TOPIC OF INCLUDING TAX 
INCENTIVES FOR EDUCATION IN OUR INTERNAL REVENUE CODE. HE MUST, 
AS A NATION, IMPROVE OUR EDUCATIONAL INSTITUTIONS AND ACCESS TO 
THEM FOR OUR POPULATION. IF THE TAX CODE IS THE BEST HAT TO DO 
THIS, THEN CHANGES MUST BE MADE. UNFORTUNATELY, CHANGES 
AFFECTING EDUCATION IN THE 1986 TAX REFORM ACT PROBABLY HENT IN 
Tb£ WRONG DIRECTION AND ARE, IN ONE MAJOR INSTANCE, UNFOUNDED, 
UNWISE, AND UNFAIR. 

THE ELIMINATION OF THE DEDUCTIBILITY OF INTEREST PAID ON 
STUDENT LOANS HAS A MOST EGREGIOUS ERROR AND I HAVE INTRODUCED 
LEGISLATION IN T^E HOUSE, H.R. ^92, TO CORRECT THIS MISTAKE. MY 
LEGISLATION ENJOYS THE SUPPORT OP A LARGE NUMBER OF EDUCATIONAL 
INSTITUTIONS, INCLUDING TdE AMERICAN COUNCIL ON EDUCATION AND THE 
ASSOCIATION OF AMERICAN UNIVERSITIES, AND HAS BEEN COSPONSORED BY 
178 MEMBERS OP THE HOUSE. THE BROAD, BIPARTISAN SUPPORT OP H.R. 
592, MANDATES THAT IT BE CONSIDERED AS A PRIMARY OPTION BY OUR 
TAX WRITING COMMITTEES IN RESTORING FAIRNESS AND COMMON SENSE TO 
OUR EDUCATION TAX POLICY. I HAVE ENCLOSED A LIST OP THOSE 
SUPPORTING MY LEGISLATION FOR THE HEARING RECORD. 



THE DEDUCTIBILITY OF STUDENT LOAN INTEREST SHOULD BE 
REINSTATED FOR SEVERAL IMPORTANT REASONS. FOREMOST, IS THE NEED 



TO RECOGNIZE THAT INTEREST ON STUDENT LOANS SHOULD NOT, AS WAS 
DONE BY TAX REFORM, BE CLASSIFIED AS CONSUMER INTEREST. WHEN 
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INDIVIDUALS BORROW FOR EDUCATION, ITS NOT THE SAME AS BORROWING 
TO PURCBASE AN AUTOMOBILE, WARDROBE, OR VACATION. THE DIFFERENCE 
IS PROFOUND AND SHOULD BE RECOGNIZED BY THE TAX CODE. BORROWING 
TO PAY FOR SCHOOLING IS AN INVESTMENT, AND PERHAPS THE BEST 
INVESTMENT, ONE CAN MAKE FOR ONE'S FUTURE. THE RETURN ON THIS 
INVESTMENT 1^ .iMERICA IN INCREASED PRODUCTIVITY AND EVENTUAL TAX 
REVENUES PROBABLY OFFSFT THE INITIAL REVENUE SUBSIDY. 

SECONDLY, AS STRUCTURED NOW, LOAN INTEREST FOR UPPER-INCOME 
TAXPAYERS CAN BE DEDUCTIBLE ON CONSUMER PURCHASES UTILIZING HOME 
EQUITY LOANS, BUT NOT BY RENTERS OR LOWER-INCOME TAXPAYERS. THIS 
IS A PROFOUND DISCREPENCY IN TAX POLICY FAIRNESS. 

FINALLY, THE HUGE COSTS FOR OUR MOST IMPORTANT SCIENTIFIC 
AND ADVANCED DEGREES RESULT IN ENORMOUS INTEREST PAYMENTS. THESE 
PAYMENTS ARE USUALLY DEFERRED UNTIL THE STUDENT IS WORKING, AND 
OFTEN REACH PROPORTIONS EQUAL TO NEARLY HALF A GRADUATE'S INCOME. 
ONE MINORITY STUDCt^T, WRITING TO ME FROM T'^MPLE UNIVERSITY 
MEDICAL SCHOOL, DETAILED A FINANCIAL DEBT OF NEARLY S100,000 FOR 
HIS UNDRRGRADOATE WORK AND MEDICAL TRAINING. INITIAL PAYMENTS ON 
SUCH LOANS, WHILE USUALLY DEf ERRED, CONSIST K MNLY OF INTEREST. 
THE INTEREST PAYMENTS ON $100,000 OF DEBT, F-R A $23,000 A YE/tR 
JUNIOR RESIDENT ARE PROHIBITIVE. ALLOWING A TAX DEDUCTION FOR 
THIS INTEREST COULD ACTUALLY BE A MATTER OF ECONOMIC SURVIVAL FOR 
THOUSANDS OF HIGHER EDUCATION GRADUATES. 

MR. CHAIRMAN, STUDENT LOAN INTEREST IS NOT CONSUMER 
INTEREST, BUT SHOULD BE CLASSIFIED AS INVESTMENT INTEREST, AND 
SaOULD BE MADE FULLY DEDUCTIBLE. THE CURRENT LIMITATIONS ON WAN 
DEDUCTIBILITY ARE AN^I-COMPETITIVE, DISCRIMINATE AGAINST LOWER 
INCOME TAXPAYERS, AND LIMIT ACCESS TO HIGHER EDUCATION. WHILE I 
WOULD STRONGLY RECOMMEND ADHITIONAL TAX INCENTIVES FOR EDUCATION, 
INCLUDING COLLEGE SAVINGS ACCOUNTS, AND PERHAPS TAX-FREE 
EDOCATTONAL SAVINGS BONDS, RESTORING THE DEDUCTIBILITY OF STUDENT 
LOAN INTEREST EXPENSE SHOULD BE THE FIRST STEP IN ADJUSTING OUR 
TAX CODE IN FAVOR OF EDUCATION. I URGE YOUR COMMITTEE TO ACT 
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DPON COMPANION LEGISLATION TO H.R. 592^ S. 628^ INTRODUCED BY 
SENATOR GRASS LEY. 

THANK TOO. 



H#R* S92 and S» 628 have been endorsed bx following groups : 

AMrlcan Council on Education 

Aneric^n Dental Association 

Aasocication of Anerican Medical Colleges 

Marquette University 

Aaerican Student Dental Association 

Dnivertity of Pennsylvania 

Council of Independent Colleges 

Association of Urban Universities 

Anericaii Association of Coonunity and Junior Colleges 

Aawrican Association of State Colleges and Universities 

Association ol Catholic Colleges and Universities 

Association of Jesuit Colleges and Universities 

National Association of Student Financial Aid Administrators 

National Association of Independent Colleges and Universities 

Nat*l Assoc. uf Schools & Colleges of the United Methodist Church 

National Association State Universities and Land-Grant Colleges 

National Association of Equal Opportunity in Higher Education 

Association of Anerican Universities 

University of Pittsburgh 

Anerican Association of Dental Schools 

Medical College of Pennsylvania 

United States Student Association 



178 Members of Congress who have cos pen sored H«R« 592 



Arr y 


Atkins 


Bddham 


Bateman 


Bentl«iy 


Biaggi 


Bilbray 


Bilirakis 


Bliley 


Boehlert 


Borski 


Boxer 


Brennan 


Brown (CO) 


Buechner 


Bunning 


Bustamante 


Byi'on 


Campbell 


Carr 


Clarke 


dinger 


Coble 


Coleman T* 


Coleman (TX) 


Co] 11ns 


Combest 


Conte 


Conyers 


Coughlin 


Coyne 


Crockett 


Daniel 


Daub 


Davis 


Davis (MI) 


de Lugo 


Dellums 


DePazf o 


Derrick 


DeWine 


DioGuardi 


Dornaa 


Dowdy 


Dreier 


Duncan 


Dwyer (NJ) 


Dyson 


Eckart 


Edwards M. 


Espy 


Pazio 


Peighan 


Pish 


Plippo 


Poglietta 


Ford (MI) 


Prank 


Frenzel 


Prost 


Garcia 


Ge jdenson 


Gilman 


Goodling 


Gordon 


Granly 


Gray (Ken) 




Hall (OH) 


Hami ton 


Hastert 


Hayes (IL) 


Hefner 


Henry 


Herger 


Hopkins 


Rochbrueckner 


Horton 


Houghton 


Howard 


Hoyer 


Hughes 


Jacobs 


Jeffords 


Johnson (CT) 


Johnson (SD) 


Jonas (NC) 


Kaptur 


Klldee 


Kolbe 


Kolter 


Konnyu 


Kostmayer 


' *icaster 


Leath 


Lehman (PLA) 


Leland 


Lagoaarsirio 


Lent 


Lm%iB (John) 


Light foot 


Livingsto*! 


MacKay 


Manton 
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Narkoy 


Narlenee 


NcCollum 


NcKinney 


Moakley 


Nollahan 


Mur phy 


Neal 


01 in 


Owens (UT) 


Panetta 


Parr is 


Porter 


Price 


Ravenel 


Rhodes 


Ritter 


Roe 


Roukema 


Rowland (CT) 


Sax t on 


Scheuer 


Sikorski 


Skaggs 


Solan 


Staggers 


Studis 


Swindell 


Torres 


Torricelli 


Vento 


Volkner 


Weiss 


Wei don 


Wise 


wolf 


Young (AK) 


Young (FL) 



Martin (NY) 

iicNillen (ND) 

Norella 

Nellson (UT) 

Owens (NY) 

Penny 

Rahall 

Ridge 

Rogers 

Russo 

Schuette 

Skeen 

St angel and 

Sunia 

Towns 

Vucanov Ich 
Whittaker 
Wort ley 



Mart Inez 

Nfume 

Nrazek 

Oakar 

Packard 

Perkins 

Rangel 

Rinaldo 

Roth 

Savage 

Shaw 

Smith (NE) 

Stokes 

Tallon 

Valentine 

Walker 

Wilson 

Yatron 
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lOli IMWHOmi HOUM ORCi MUM* 

aU4iRgtm. 9C 20S15-4453 

OCT 81987 



Honorable Daniel P. Noynihan 
United States Senate 
Washington, DC 20510 

Dear Senator Moynihanx 

This is in response to your request for a revenue 
estieate for a proposal to make perouinent the exclusion from 
incone of anounts paid for eaployer -provided educational 
assistance (section 127). The following estimate is provided 
assuming that the provision is effective for taxable years 
beginning after December 31, 1987. 

Fiscal Years 

(Billions of Dollars) 
1988 1989 1990 1991 1992 

-0.2 -0.2 -0.2 -0.3 -0.3 



I hope you find this information UFeful. Please contact 
me if you need further assistance. 
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loti Lono«voimi NOUM omci MtM 

NOV 16 IS87 

BonorabI« tdward N. Ktnnvdy 
Unittd 8tat«s 8«nat« 

frashington, DC 20510 

Dtar 8«nator K«nn«dyi 

Thia is in r«8pons« to a requMt by Shirley Saaawa for m 

JfinS?!.^"*! •"•^^ bond* '•hich -ra 

tranaNrrad to an aducational iwtiiution aa payaant for 
tuition and faaa. Por taxpayara with adJuataTgroaa inL»a 
$125,000, 67 pirea^ 2J "a ^ 
f 125, 000 and $150,00, 34 parcant would ba exasDt. and nn 
ln?ii??J- flgurM would b« adjuitad for 

J.nu.^lf°iJS;!"' •"•ct«nt d.t. of 

riacal Year* 
(Billion* of Dollar*) 



19»9 1990 1991 1992 
' ^ITT :Tr7 =5TI 



— li i"'<»»«tlon will b« helpful to you. If wc 
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COHPARISOa OF MAJOR BDOCATIOM SAVINGS PLAMS 



Savinqa Bond Plan 



Mucational 
Savings Accounts 



State Tuition 
Futuraa 



Tax Status 



glaxibility 



Risk 



Prograa 



Parantal 
Iffort 

Coat 



Uses existing 
U.S. Bonds, which 
are transfered to 
educational inst- 
itution as tuition 
payment . 



Interest on bonds 
is tax-free if used 
for tuition and 
fees . 

Can be used at any 
higher education 
institu tion . 

If child does not 
attend college 
bond may be used 
for any purpose; 
only tax benefit is 
lost. 

Creates no new 
bureaucracy. 



Buy Bond. Can 
payroll deduct. 



Contributions are 
made to savings 
accounts; withdrawn 
when beneficiary 
enters college and 
used to pay tuition 
and fees. 

Contributions and/ 
or interest tax- 
free. 



Can be used at any 
higher education 
institution. 

If child does not 
attend college 
funds nay be used 
for any purpose; 
only tax benefit is 
lost. 

Hay require 
significant 
monitoring ettort. 



State creates pre- 
payment mechanism 
(i.e. a trust) that 
allows families to 
pay tuition years in 
advance of enrollment. 



Value of tuition minus 
amount of pre-payment 
not taxable. 



Kay or may not have 
to be used within 
state. 

If child does not 
attend college, only 
initial contribution 
IS refunded. 



Creates state 
bureaucracy; not 
practicable at 
national level. 



Hust set up account. Hus*- enroll. 



Minimal tax- 
revenue loss 
years in the 
future. 



Tax credit for 
contributions 
represents signi- 
ficant loss of 
t^\ revenue. 



State assumes 
risk that contri- 
butions plus invest- 
ment earnings will 
cover future costs. 



Benaf it 



Encourages sale 
of U.S. Savings 
Bonds. 
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COLLEGE SAVINGS BONDS: 
PROPOSAl FEATURES AND COST ESTIMATES 





Alternative I 


Alternative II 


Alternative III 


KennedrPell Bill 


Fetture 




Proposal Overviews 




IncoM 
cap 


0 Bond Interest tax 
free belgw $40,000; 
tax benefit phased 
uui Deiween «^U|UUU 
and $60,000; no 
benefits ^bove $60,000. 


0 Same as Alternative I, 
but phaseout of tax 
benefits between $60,000 
and $80,000; no benefits 
above $80,000. 


0 Same as Alternative II. 


0 Bond Interest tax* 
free below $75,000; 
tax benefit phased 
out between $75,000 
and $125,000 no 
benefits above 


Use of 
bonds 


0 Eligible bond Interest 
for tuition and fees 
only*not to exceed 
$5,000. 


0 Same as Alternative I. 


0 Eligible bond interest 
for tuition and fees 
and room and board. 


$125,000. 

0 Eligible bond Interest 
for tuition and fees, 
books and supplies 
(but not for room and 
board) . 


Years 




Cost Estimates (inilllons) 




1989 
1990 
1991 
1992 
1993 
1994 


$10 
$46 
$101 
$150 
$199 
^263 


$12 
$56 
$123 
$183 
$243 
$321 


$13 
$59 
$130 
$194 
$257 
$339 


$17 
$77 
$169 
$251 
$332 
$439 
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STATBMBNT OP ABRAHAM RIBICOPP, SPECIAL COUNSEL 



RAYB, SCHOLER, PIBRMAN, HATS 6 HANDLER 



Senate Plnance CoMittee 



March 15, 1988 



Mr. Chairman and Menr'^rs of the Conmittee, I am pleased to 
have the opportunity this morning to testify in support of tax 
incentives for education. I speak today in behalf of Senator 
Moynihan*s bill S* 39, the "Employee Eaucational Act of 1987," 
co-sponsored by 33 members of the Senate, vhich vould restore 
Section 127 of the 1978 tax reform act. 

I appear today on behalf of the Morgan Bank, and I ask that 
a statement by Mr* Herbert J. Hefke be placed in the record at 
the conclusion of my remarks. Mr. Hefke is Senior Vice-President 
and Director of Human Resources at the bank. His sta cement 
provides a first-hand account of the successes of the prograiu in 
upgrading employee skills, in providing educational opportunities 
for employees, and in the aggressive pursuit of affirmative 
action opportunities for minority employees and vomen. 

The safest and most consistent political buzz words during 
the current 1988 campaign for all Presidential and Congressional 
candidates are competitiveness and education. That is realty 
what Senator Moynihan's bill is really all about. 

Morgan's experience demonstrates that this progra.n is of 
paramount importance to lover-paid employees, women, and minor- 
ities. As Mr. Hefke notes in his testimony, 66% of program 
dollars go to workers earning less than $40,000 — 90% o^ the 
program dollars go to vorkers earning less than $50,000. Of 
total participants in 1986 and 1987, 58% were women — 33% were 
minorities. 
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This exp^rienct is rtpeated throughout the United states. 
According to a 1985 study prepared by the American Society for 
Training and Development, 95.4% of participants in Section 127 
programs earned less than $50,000 — 71.1% earned less than 
$30,000. At a recent conference sponsored in part by the 
Congressional Competitiveness Caucus ("Working Better: Building 
Consensus for a More Effective Workforce," June 30, 1987), repre- 
sentatives of labor, business, academia, and government joined in 
urging support for Section 127. Citing the experience of General 
Motors, where some 119,000 laid-off workers are now being re- 
trained for careers outside the automobile industry, a labor 
spokesman pointed out that the training provided under Taction 
127 can sometimes spell the difference between having a job — 
and having no job at all. For such workers, losing the tax 
exemption provided by Section 127 wojld be especially burdensome. 

This experience should put to rest any notion that this 
program is a fringe benefit for rich workers. It is not. The 
overwhelminc majority of people who participate in this program 
are working men and women who need this assistance in order to 
get the training they need to move up the career ladder. This is 
a popular program, m a 1986 survey of the Fortune 1000 compa- 
nies, 715 of the 730 companies responding said that they main- 
tained a tuition reimbursement program for their employees. In 
all, it is estimated that seven million workers have participated 
in educational assistance programs under Section 127. This 
program has been tremendously successful in providing training 
opportunities for workers at the lower wage scales — the very 
people we sought to assist when we created this program. 

As you will recall, when we approved the 1978 tax reform 
bill, we observed that "the tax law ... requires out-of-pocket 
tax payments for employer-provided educational assistance from 
those least able to pay." For these reasons, we stated that the 




ERIC 



142 



tax law served as a "disincentive to upward mobility." The 
experience of the Morgan Bank and others demonstrates that - for 
many workers - this program has been successful in removing the 
barriers to upward mobility created by the tax law. With the 
expiration of Section 127 we are faced once again with the very 
situation we so roundly condemned only ten years ago. Moreover, 
this problem recurs at a time when the government should be doing 
everything possible to encourage workers to improve their skills. 

This Committee has always been at the cutting edge. I do 
not need to remind you of the challenges facing this country. 
The current national debt exceeds $2.4 trillion. The budget 
deficit this year is expected to run anywhere from $144 to $157 
billion. Our balance of trade deficit will be in excess of $171 
billion. For the first time since 1917, the United States is a 
debtor nation. According to all of the leading economic in- 
dicators, we have descended into an ever deepening sea of red 
ink. We will not be able to stop this nation's decline toward 
the status of a second rate economic power unless and until we 
retrieve the competitive edge over other world economic powers. 

In his excellent book. The Rise and Fall of the Great Pow - 

ers, historian Paul Kennedy writes that a critical strength of 

the Japanese is "the very high quality of the Japanese work 

force. . .which is not only groomed in an intensely competitive 

public education system but also systematically trained by the 

companies themselves. 

Even fifteen-year-olds in Japan show ^ marked 
superiority in testable subjects .. .over most 
of their western counterparts.... 
Japan. . .produces many more engineers than any 
western country (about 50% more than the 
United States itself), tt also has nearly 
700,000 RSiD workers, which is more than 
Britain, France, and West Germany have com- 
bined." 

This is the competition we face. If we are to meet this 
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competition, we must provide continuing support for proven pre 
grams that provide training for American workers. 

I understand that Section 127 has been estimated to cost 
$200 million a year, and I sympathize with your dilemma as you 
seek to find ways to retrieve a projected $200 million revenue 
loss. However, just the opposite is the case. 

The fact of the matter is that Section 127 will bring in 
more revenue. Employees receiving an education increase their 
skills and as they increase their skills they also upgrade 
their jobs and salaries. These workers will more than make up 
the cost of their training in the higher taxes paid on their 
higher income. 



Mr. Hefke's statement discusses three examples from the 
experience of the Morgan Bank that demonstrate this point, a 
secretary who obtained her undergraduate degree through the 
Morgan tuition refund program is now an assistant vice-presidf.it, 
making twice the salary she would have made had she remained in 
her secretarial position. A messenger who began participating in 
the tuition refund program after joining the clerical staff was 
appointed an officer soon after obtaining his degree, and is now 
earning almost at double the salary he would have earned in a 
normal clerical career path. A former mail clerk who worked his 
way through the ranks obtained an undergraduate degree in busi- 
ness administration and now earns in excess of $100,000 as a vice 
president of the bank. 




To assess the tax ramifications of such success stories i 
asked the tax department of my law firm to analyze the hypotheti- 
cal case of a clerical employee, who earned between $20,000 and 
$24,000 during five undergraduate years (1978-82), but securec 
new responsibilities upon graduation in 1982 and is now earning 

loO 
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$55,000 p«r y«ar« Assuming no dependents or other income and 
applying the standard deduction, this employee will have paid 
about $13,500 in federal income taxes for 1987 .Uone almost 
$9^000 more than the taxes paid if the employee had remained in a 
clericax position and were now earning $29,000. 

Assuming this employee had received $1,800 in tuition 
reimbursements for each of the undergraduate years, the total tax 
forgone by the government over five years would have amounted to 
some $3,090, * only one-third of the total increased tax which 
the employee paid in a single year as a result of this education. 
In fact, using reasor *ble a&rumptions, ire calculate that, over 
the five-year period 1982 through 1987, the federal government 
would realize a 900% return on its initial tax "investment" in 
this employee receiving more than $28,000 in adr' itional taxes 
as a result of the tmploytt'^ improved education, ^ven if a 
reasonable interest rate were taken Into account in calculating 
forgone revenues, the return on investment would exceed 500%. 

Over the employee's working life, it is clear that the 
modest investment under Section 127 would be repaid many times 
over in increased taxes. 



Admittedly, this is a rough cut analysis. For some workers, 
the pr tjected tax revenues would be less than the example cho- 
sen — for others, the tax revenues would be higher, it is fair 
to assume, however, that for most workers — the increased 
training made possible by Section 127 translates into higher 
adjusted gross income — and higher taxes. When this information 
is taken into account, the projected losses attributed to Section 
)27 evapo ue. 

By contrast, this program is allowed to die, many workers 
will be forced to abandon their education. It is also important 
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to k«tp In mind thtt thtse programs rartly approach being a "frta 
rid*.' Many vorktrs alraady spand a good deal of their own money 
for books and tuition, with •iiq>loyer assiscance picking up only a 
fraction of the cost. Adding a tax burden on top of these costs 
m«v cause many workers to forego or postpone their educations. 
To ti!e extent workers drop out of these programs, no tax revenue 
is generated. More important, the opportunity is lost or delayed 
to enhance the competitive skills of the workforce. 

This program also succeeds in providing training opportu- 
nities to workers without the bureaucracy and costs attendant to 
the administration of grants programs, it enables employers and 
employees alike to choose the kind of training prog-am that best 
suits employee needs, and allows employees and employers to set 
the pace of their training, an important consideration for 
employees who often must juggle their educational program with 
worK and famiiy commitments. To th« extent that it becomes 
necessary to substitute direct grants for Section 127, thi« 
flexibility is ost. Furthermore, it is obvious that section 127 
can provide educational assistance to workers at a fraction oZ 
the cost of direct aid programs, since the employers and the 
employees themselves pick up the lion's share of the cost, 
including the administrative costs of the program. 

For these reasons, I sincerely hope that you will give 
careful consideration to th« renewal of Section ITf . it is a 
successful program, and worthy of your support. The task of 
keeping this country competitive is too important to allow this 
program to expire. 

I ask that a recent Nev York Times article discussing the 
impact of Section 127 be inserted at this point in the record. 



I am available to answer any questions that you may have. 
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NEW yORK. WBDSBSDAY, FEBRUARY U. im 



A Career-Improvement Tax Break Ends 



•y LEE A. DANIELS 

^fter becoming a telephone service 
represcntattve four years ago. Tanya 
Oavis took several courses m journal- 
ism and magatine publishing to pur- 
sue her dream o( a career in if^ field. 

Her quest was help.^ by ihe tax- 
free reimbursement tntm her em- 
plover New York Telephone, for her 
course fees at New York University's 
School of Continuing Education. 

But Ms Davis "HJt her dream on 
hold in December, with the expiration 
of the Federal program that had al- 
lowed the tax-exempt paymenu tor 
any kind of educational counM. 

The lapse of the proiram. under 
which employers were paymg at letat 
JO million annually in tuitkm. affecu 
rr.i. ^ of worfcers. patlcularly 
I ws« at the tower end of uw wag* 
seal' While compMMts can conUaut 
to rt mburse eniptoy««« w educa> 
ttonal ourses. the workers have to in- 
clude the money as taxable inconio. 



Uitdbyl 
TTw expected drop tn the number of 
people taking courses under thott clr> 
cumsiances could have a sharp im- 
pact, especially on two-year colieflit. 
which many people attend part time, 
and on such four-year insUUtiona as 
NYU that offer a broad variety of 
continumg-educatlon programs- 

More than seven million •2!*H5' 
most with salaries below S3l.0lt, 
have used the tax provision Ibr educa- 
tional courses over iu nint-yetr hto- 
tory. according to the American Sort- 
eiy for Training and DevelO|Nnenl, a 
washington-based organliaUen of 
iraming professionals Some compn- 
nies have used the provision to re- 
train workers <^ to be laid off. 

Under the provision, people en- 
rolled tn courses — even some not re- 
lated to the }ob — paid for them, then 
were reimbursed by their companiae 
when thfv got their trades. 

Companies have varying nile%and 
limits, but Ms Davis, who earned a 
bachelor's degree in English from 



Reimbursement 
for part-time 
studies is now 
counted as income. 



Rutgers University in Ml. wu able 
to receive up to II i29 a ytnr. 

If Ae 



Colleges and universities, labor 
unions and corporations ire also 
pushing strongly (br the provision's 
renewal "TV lapee is already caus- 
ing proMemn" said Cregory A. Hum- 
phrey, director of legislation for the 
American Federation of Teachers. 

Mr. HuRiplif«y> '•o-diairraan of the 
CoaUtlon for EmjNoyee Educational 
Asststance, and repretcnutivcs of 
the NattoMi Aaaodation of Manufac- 
turers and the American Asaociation 
of Community and Junior Colleges 
said that the Presidemial campaign 
and concern abojt the dafldt have 



have to pay SSM more m Federal 
taxes on ine money she rtcelved from 
the compMiy. and that is an added tax 
burden riw says silt canooi handle on 
her I3MW salary. 

"The ptNue company's baan excel- 
lent about aupperttac me. but 1 can't 
affofd It no(«7*sald Ms. Davis. 

Company poymani fbr tob-relotod 
courses, a far mora restrictive caie- 

gof y.isKillta xfrae. 

SiMortors of reimbursement are 
confMsnt the tax exemption will be 
renewed. aMMugi few win make any 
predictions this elactlan year. 
SiippsRkiCeHnsa 

Riprsssmatlve Frank J. Guartol.a , 
Mew Jeieey Democrat srho is UN lead 
of a 



would maka the PfwMen a perma- 
nent ISatura of 0w tax coda, said: 
"There is noqusslioa Coniraas wana 
thia program. I*v« got wmr 2N co- 
sponsors thus far." 

Support appears equally Aroag In 
the Sonata, whei* a 
sored by Senator DaalBl 
Moymhan, Democrat of New Yortt. 
has mere lhaa 4t ui spcnaor s . Con- 
gress haa ronewad ths provtslan by 
largt marsms the twd previous times 
it has expired. 



Aaron Fetosoi. Dean of Profes- 
stonal and laduBlry fragrama at New 
York umverslly, said even the tem- 
porary lapse of ine pnmm 'is a dis- 
to people who are 
to improve their skills. It 
.especially with so 
much emphasis on tncreeslng Amer 
icancompetlilvsnass 

The benefit of the program was es- 
tabllahed by a INS study of the Amer- 
ican SocMy for Training and Devel- 
opment. The study reponad that 
nearly a fourth of wocters taking ad- 
vantage of the F^ogran eamad less 
thanllS^ a year, and » percem 



lmpravt)obsfciniL 

Ths averapt amount of tuition aid 
per worker under the prof^*n 'o- 
taMmi. 

John Robmsea. a apofeesiun fbr 
Momrala lac which has n.OQO em- 
ployes s worldwlds, said tfiat more 
than 3JM of Its umtedSutes e mploy- 
ees have taken courses. "It's been 
veiv beneficial ' t our employees, 
and for us. too." hi said, "because the 
employees bring their new skilla back 
to the workplace." 
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STATBHBNT OP HERBERT J. HBPKE, SENIOR VICE PRESIDENT, 
MORGAN GUARANTY TRUST COMPANY OP NEW YORK 

S«n«t« Pinanct Coaaitt«t 
lUrch 15, 1966 

On behalf of the Morgan companies, including Morgan 
Guaranty Trust Company of New York, i would like to thank the 
Chairman and Members of the Committee for the opportunity to 
submit this statement in support oi s.39, introduced by Senator 
Hoynihan, which would restore and maHe permanent Section 127 of 
the internal Revenue Code, permitting employees to receive 
employer-provided educational assistance, without the 
assistance being considered part of the employees' t&xable 
income. 

We at Morgan are committed to the purposes served by 
employer-provided educational assistance programs. Programs 
like ours provide critical assistance to employees who seek to 
upgrade their skills. Our own Tuition Refund Program reflects 
our conviction that better education creates a more productive 
working environment and a more efficient and effective 
workforce. In our view, financial incentives for education and 
training are essential to maintaining a vital and competitive 
economy, as well as to preserving the "American Dream". 

The basic elements of Morgan's Tuition Refund Program 
are typical of the kinds of educational assistance provided by 
the other major corporations and financial institutions. Our 
program is open to all full-time employees with at least six 
months' service and provides reimburs^.ment for approved courses 
leading to undergraduate or graduate degrees and job-related 
certificates. Participating employees must receive a grade of 
at least "C" or better (or a passing grade for a "Pass/Fail" 
course) to qualify for reimbursement. 
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Just over 500 employees participated in Morgan's 
Tuition Re£und Program in 1967; a similar nunber participated 
in 1966. These employees enrolled in courses at over sixty 
different private and public colleges and universities, as well 
as in special certificate and other programs such as those « 
offered by the American Institute of Banking — the educational 
affiliate of the American Bankers Association, of which Morgan 
is a supporting member. About seventy~one percent of Morgan's 
total program participants in 1966 and 1967 pursued courses at 
the undergraduate level; the remainder were enrolled in 
graduate level classes. 

Our own experience shows that Section 127 educational 
assistance is not a benefit enjoyed primarily by highly 
compensated employees but instead provides needed encouragement 
and financial assistance chiefly to employees in the low to 
moderate income brackets. During the first three quarters of 
last year, alpost 90% of the dollars reimbursed to New 
York-based employees under Morgan's Tuition Refund Program were 
provided to individuals earning less than $50,000 per year and 
more than 65% to individuals earning less than $40,000 per 
year. This was true despite the fact that New York salaries 
cire among the highest in the country and the fact that, as a 
commercial bank, our workforce includes a relatively smaller 
number of clerical and other lower-income employees. I am 
confident that for other employers, a similar, if not higher, 
proportion of total educational assistance is received by 
employees in the lower income brackets. Indeed, a 1965 survey 
of over 300 public and private employers conducted by the 
Airerici^n Society of Training and elopment reported that more 
than 95% of Section 127 educational assistance program 
participants earned less than $50,000 per year and more than 
71% earned less than $30,000. 

The fact is t.iac low to moderate income employees are 
the primary beneficiaries of Section 127 and it is they who 
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win be moMt terlou.ly affected .f section 127 ii^ not restored. 
These are the employees vho have the greatest need for 
additional training and education, who can least afford a 
reduction in their take-hoae pay, and who are mont likely to be 
taxed on their educational assistance under current law. These 
compelling facts should not be ignored in assessing the true 
iapact of eaployer-provided educational assistance. 

Equally compelling, in our own view, is the 
importance of ed'.cational assistance in securing upward 
mobility for members of historically disadvantaged groups. 
Morgan is deeply committed to equal employment opportunity and 
the Tuition Refund Program is an integral part of our 
affirmative action efforts. Educational assistance enables 
employees to expand their promotional opportunities, enlarge 
their responsibilities and acceleriite their income. This is 
particularly important for minorities and women who may have 
begun their working careers in clerical or secretarial 
positions with only a high school education and little 
knowledge of general business systems ano practices, not to 
mention sophisticated financial analysis, data systems or 
investment strategies. For such employees, the best 
opportunity for rapid career change lies in securing the kind 
of education available to thfrm through the Tuition Refund 
Program. 

we are encouraged that one-third of Morgan's total 
program participants in 1986 and 1987 were minorities and that 
58% were women. We are concerned about the impact that the 
expiration of Section 127 may have on these employees' career 
aspirations and continued pursuit of higher education. 
Particularly worrisome is the impact which Section 127's 
expiration may have on recent graduates of our deteriorating 
inner-city public schools, nany of these individuals have 
graduated from high school without either the grades or the 
study skills to gain entrance to college. Only through special 
employe r*reimbursed certificate programs like those provided by 
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the American Institute for Banking are they able to acquire the 
•kills and demonstrate the motivation which accrec'lted colleges 
and universities demand. Fully 70% of the 4,000 students 
enrolled in A.I.B.'s evening certificate programs are 
minorities and 60% are women. For these employees, 
employer-provided assistance is critical to their continued 
pursuit of educational objectives. 

The Morgan companies are very proud that hundreds of 
our employees have obtained their undergraduate and graduate 
degrees through Morgan's Tuition Refund Program. The program 
has had a very real impact on the lives of our employees. A 
few concrete examples wi7i show the kinds of results that have 
been achieved. One Morgan imployee, who began her career in a 
secretarial position, .obtained her undergraduate degree five 
years ago through our Tuition Refund Program and is now 
employed as an Assistant Vice President in a core businesm 
area. IC she had remained as a secretary, she would probably 
be earning about $30,000 today. With her n'^w responsibilities, 
and improved skills, she is earning almost double that amount. 
A minority group member who came to Morgan as a messenger, 
sooA entered our clerical staff and began participating in the 
Tuition Refund Program. Shortly after he earned his bachelor's 
degree in management, he was appointed an entry-level officer 
of the Bank. He is currently employ«^ 'is an Assistant 
Vice President with significant management responsibilities, 
earning salary and bonus which exceed by $30,000 the annual 
compensation of about $29,000 he might have expected if he had 
continued in a normal clerical career path. Another employee 
who began in our mail room later worked his way through the 
clerical ranks to a project-manager level. While working in 
that position, he obtained an undergraduate degree in business 
adrinistration and is now employed as a Vice President in an 
important systems area. Thxs employee is now earning in excess 
of $100,000 annually, more than tripling the salary he would 
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probably have been earning today 1£ he had remained a project 
manager . 



£ro« the Tuition Refund Program, we at Morgan have also 
benefited fron their continued tervices and enhanced skilli. 
Even the United states Treasury has benefited from their 
education. The fact is that promotions mean higher salaries 
and higher salaries mean more tax revenues. Employees who 
improve their positions not only repay the cost of their 
educational "tax benefit" within a very short period, but do so 
while remaining fully productive, income-generating, taxpaying 
employees. 

Educational assistance is a good investment in every 
conceivable sense and like any good investment, it yields a 
substantial return. On behalf of the Morgan companies, i urge 
you to restore and make permanent section 127 of the internal 
Revenue Code. We would be pleased to provide any additional 
information you nay need concerning the operation and success 
of our Tuition Refund Program. I thank you for the opportunity 
to present Morgan's views on this important legislation. 



While employees like these have obviously benefited 
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STATEMENT 



OF 



GOVERNOR 3AMES 3. BLANCHARO 



Mr. Chairman and Members of the Senate Finance Committee: 
Thank you for this opportunity to appear before you today to discuss Michigan's 
first-in-the nation college tuition guarantee program — the Michigan Education Trust 
(MET). Every sute, every local government and the federal government must be ply 
committed to investing in our children through a blend of education programs. In 
Michigan, over the last five years, we have increased need-based scholarships by over 150 
percent* Over that same period of time, our investment in higher education has 
increased by ^3 percent. We have also launched a high school dropout prevention 
program in which the sute pays for two ytars of community college for needy students. 
And, we have addeH MET to the list of innovative programs aimed at helping children 
receive the ed* ation they will need to be productive members of our society in the 21st 
century. Thit investment in our future is crucial for a competitive nation. 

We developed MET as a program which would offer hope and motivation to kids in 
Michigan. MET assures chHdren that college tuition is guaranteed and gives them a 
reason to stay in school and graduate. And we developed MET in response to a growing 
need to help our citizens afford college for their children. Over the past two decades, 
students have faced skyrocketing tuitiOki costs. They have met this unchecked tuition 
burden with greater and greater amounU of personal debt. That assumption of 
tremendous personal debt, coupled with a growing federal deficit, places this generation 
in far different circumstances than we faced just 20 years ago. Children bom this year 
face even a starker real'tv. When they are ready to enroll in college, four years of 
college tuition alone could cost approximately $30,000. 

As a nation, we must do everything possible to provide for cur children. We must 
be innovative to meet the spiraling cost of college and we cannot ask students to 
mortgage their future to attend college. 

Michigan Education Trust (MET) 

We modeled our program after the "I have a dream" program developed by Eugene 
Lang for students at his alma mater in East Harlem. He promised all of the students in 
the 6th grade that if they worked hard, «t».Hi>H. «f^v^ in ighaoi and graduated, he would 
pay for their college tuition. And it worked. In a school where the dropouts averaged 
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•round 90%, there were almost no dropouu and one-half of those students are now going 
to college. 

We hope that our tuition guarantee program will achieve the same results as the 
program initiated by Eugene Ung. I want Michigan to be a leader in the nation in access 
to higher education. I wtnt to malce st're weYe dealing with the skyrocketing debts 
students face. I want to make sure we are opening up opportunities in the future we 
haven't before, by letting people provide, through prepaid tuition, that opportunity and 
letting the sute be a catalyst. And I want to see us offer hope and motivation. I believe 
that a chUd»s name on a tuition guarantee - righ> there on a piece of paper can, if it»s 
explained periodically, offer more incentive than all the platitudes about free enterprise 
and freedom that you can find. 

A certificate of tuition guarantee with a child's name on it, and which tells them 
if they work hard and strive to achieve they are going to be able to gc to college can be a 
wonderful motivator and tremendous encouragement to young people to work hard and 
have their hopes and dreams fulfilled. 

How MET Works 

Our program allows parents, grandparents and others to make a one-time lump 
sum payment or periodic fixed paymenu to prepurchase and guarantee college tuition for 
a child. MET will pool the funds collected, invest them and pay the tuition costs for each 
child at the school of their choice when they are ready to attend college. 

Once a parent signs a contract for the program at a specified cost, that parent 
will never have to contribute additional funds, regardless of what tuition costs may be. 
The parent* have the peace of mind that their child's college tuition costs are completely 
covered. Therefore, MET wUl assume two types of risks. First, MET must mak*? 
projections regarding the expected rate of tuition inflation. In addition, MET will project 
the expected rate of return on the invested funds. These two assumptions, deuiled in 
the atuched tables, are the crux of how MET will work. 

The Michigan Education Trust offers many advantages; 
o First and foremost, it guarantees tuition, not merely a rate of return or a future 
sum of money. MET does not ret as a mutual fund for parenU — it acts as the 
agent for the Sute to guarantee tuition for the Sute's citizens. As I stated 
earlier, the Sute of Michigan must provide education for a'l of our citizens and 
MET is the best vehicle to accomplish that. !t is this guarantee feature which 
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distinguishes the program from «ny of its count«rpert9 in the private sector. 

o Second, MET provides flexibiiity end portabiiity to the student. Students seiect 
the coliege they wish to attend and they don't have to make the seiection untii 
they are ready to go to coiiege. Moreover, a student with a contract under MET 
can use it at any coliege in t.ie country - pubiic or private. If they attend a 
Michigan pul>iic university, as 212,000 or 90% of aii Michigan coiiege students 
do, the fuli tuition is guaranteed. Should they choose to attend any other coiiege 
anywhere in this country, however, funds equal to the average tuition rate at a 
Michigan coiiege wUi be forwarded to the coliege of their choice. 

o Third, in Michigan, we have added tax deductibility on the state income tax 
forms as a further incentive. 

Other Programs 

The Michigan program has been duplicated in five other sUtes: Wyoming, Maine, 
Florida, Indiana and Tennessee. Two other sUtes, North Carolina and nUnois, have 
adopted a slightly different program - the savings bond approacT. - as their method for 
helping parents wrestle with the problem of higher education costs. And in 3^ other 
sUtes, legislation is pending or commissions have been appointed to study the problem 
and to offer solutions. The chart accompanying my testimony illustrates the tremendous 
interest in tuition programs. In short, nearly every sUte is interested in helping children 
get in school, sUy in school, and attend college. 

I should add that each sUte must develop a program taUored for that state. In 
Michigan, guaranteeing tuition addresses the concerns of our citizens. In other sUtes, a 
different proposal may be more appropriate. And whUe sUtes may understandably use 
different soluUons to solve similar problems, we are heartened that proposals are being 
discussed in all but S states. 
MET SUtus 

What many states are awaiting, and what we have been waiting for since last 
February, is a revenue ruling from the Internal Revenue Service. Our sUte Uw requires 
a favorable ruling from the IRS regarding the purchaser of the MET contract. A 
favorable ruling on that aspect wUl permit Michigan and other sUtes to go forward and 
offer contracts to the thousands upon thousands of interested citizens. 
Federal Government 

As you know, several Senators and Congressmen have Introduced federal 
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legislation which would institutionalize at the federal level a tuition guarantee program 
or a college savings bond proposal. 

We were also encouraged when Vice President Bush's program for savings bonds 
lor education was lr.cluded in the i9ZM9 budget. This inclusion indicated to us that this 
Administration was also serious about innovative programs to help pay for college. 

Federal Tax Revenue 

In Michigan, we decided to create tax incentives for this program. We decided 
that some Ux expenditures were well worth it to heSs children get a fair chance. And 
that same budgetary impact was tolerable to help parents address the top concern of 
paying for college. In Michigan, however, we have a oalanced budget. We understand 
that the analysis may be different in Washington. 

So, we commissioned Coopers and Lybrand to conduct an analysis on the overall 
federal Ux implications of such a program as the MET. 

Their analysis showed that if just * percent more children attended college, then 
the federal government would be net winners in tax revenues. The reason is simple: 
better educated people get better paying jobs and, therefore, pay more in taxes. 
Moreover, if chUdren sUy in school, they are less likely to need public assistance or 
cause other forms of budget expenditures. Not only can programs like MET meet 
important social and human concerns, but they will also generate net tax dollars for the 
U.S. Treasury. 
Conclusion 

The Michigan Education Trust, and other programs like it, are a crucial weapon in 
our never ending effort to provide too-notch, affordable education for our children, it 
does not replace, rather it complements, existing student grant and loan programs. But 
MET is a significant step toward helping parents help their kids. Our view in Michigan is 
that the only thing better than one Eugene Lang in East Harlem is thousands and 
thousands of Eugene L,angs nationwide. 

Thank you, Mr. Chairman. 
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other State Initiativga 



Sf te 



Tuition 
Guarantee 



Savings Bond/ 
Account 



Conducting 
Study 



Coaaenta 



AUska 
Arizona 

Arkaosaa 
California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 
Hawaii 

Idaho 

Illinois 
Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 



Vetoed by 
Governor. 



Enacted 



Vetoed by 
Governor. 

Enacted 



Enacted 



ERIC 



Pending legislation 
modelled after the 
MI plan. 

No pending legislation 

X No pending lugialacion 

Awaiting HI IRS ruling 

X No pending legislation 

Planning to reintro- 
duce legislation. 

Legislation pending, 
nodelled after IL 
savinga bond program. 

No pending legislation 
Working on language 
based on IL plan. 

Completed study, will 
wait before pursuing 
any programa. 

Plan to offer 
contracts in May. 

No pending legialation 

No studies or pending 
legislation. 

No pending legislation 
or atudies. 

$90 million bond 
issue in January. 

Pending IRS ruling; 
plan to seek legis- 
lative amendments. 

t Legislation has been 

drafted modelling 
IL plan. 

Legislation has been 
introduced modelling 
MI plan. 

Legislation still 
pending. Reported 
favorably with 
committee amendments. 

Legislation died 
last year. Awaiting 
MI IRS ruling. 
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Tuition 

Maine Enacted 
Maiylend 

Kaiiichueetta 
Ninneeote 

Hi«8ii«ippi 

Mieeouri 
Mbntene 

Nebreeke 
Itevede 

New HeLpehire 

Nev Jeraey 

New Htxico 
New York 

North Caroline 



Savlnge Bond/ Conducting 
Acccunt Study 



X 



X 



X 



Enacted 



Co— ante 



Pending IRS ruling* 

Governor hee propoaed 
eavlnge eubaldy 
prograa. One percent 
of prlndpel rela- 
Uireed if child 
ettende Neiylend 
college* 

Proponel aodalled 
efter KT and IL plane; 
requirai^i legieletioa* 

Awetdng Congreeeional 
action* 3/1 Governor 
introduced legieletion 
for eevlnga bond 
progren* 

Pef^ding legieletion 
6-6 different typee 
■odelleif efter IL. MI, 
end MA plene* 

Uk elation pending 
for tuiti.on guerentee 
en& eevioge plene* 

Recently coapleted 
report f roa Boerd of 
Regente* Governor 
lapreeeed w/Mlchigan 
plen* No pending 
legieletion* 

Recently introduced 
legieletion* 

No pending legieletion 
or etudiea* 

Pending le|;ieletion 
dying in coMittee* 
College Preeidente 
oppoee eny type of 
progrea* 

Legieletion hee been 
reintroduced * Al lowe 
purcheee of tuition 
credit et preeent 
re tee* 

Aweiting MI IRS ruling 

Study recently 
coapleted* 

General tero coupon 
bond progrea* 
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state 



Tuition 
Guarantee 



Savings Bond/ 
Account 



Conducting 
Study 



Comments 



Horth Dakota 

Ohio 

Oklahoma 

Oregon 



Pennsylvania 
Rhode Island 

South Carolina 

South Dakot£ 

Tennessee Enacted 

Texas 

Utah 

Vermont 



Virginia 



Washington 



West Virginia Vetoed by 
Governor. 

Wisconsin 

Wyoming Enacted 



Oraftlng legislation. 

No pending legislation 
Awaiting MI IRS ruling 

Pending legislation 
modelled after HI plan 

Plan modelled after 
IL. Plan to reissue 
existing zero coupon 
bonds by 4/88. 
Preparing legislation 
for next year. 

New legislation Intro- 
duced similar to MA 
plan. 

Final report has been 
approved recommending 
plan like IL. 

Tuition guarantee, 
legislation pending. 

No pending legislation 

Pending iRS ruling. 

No pending legislation 
No studies being 
conducted. 

No pending legislation 
Jatchlng national 
legislation. 

Task Force Report 
recommends wait for 
national plan or 
consider VT Education 
Savings Bonds. 

Bill passed House 
and Senate, not yet 
sigm by Governor. 

House and Senate h^ive 
passed proposals 
modelled after IL plan 

Plan to reintroduce 
legislation. 



Program Is In 
operation; no IRS 
requirement « 
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THE KICHI6AM EDUCMION TRUST 



Nlcblgtii't guarant««d tuition progm, tb« Michigan Education Truat (MET), 
allowa p«r«nta, grandp«r«nta , and oth«ra to mmkM • ona*-tla« luap aua payment, 
or periodic, flxad p«ym«nta to pr«p*trchM« and gu«r«nt«« coll«g« tuition for a 
child wh«n that child la r%9dy to ttttod coll«g«. Tbltion end aandatory f«ea 
will bt guaranteed at any of Nlchigan'a 15 public collegia or ualv«raltl«a or 
29 Junior and coaaunltx coll«g«a. If a atud«nt d«cld«c to attend ont of 
Hlchigan^a lnd«pandent Inatltutloot or «& out-of-attt^ achool, funda ^qucl to 
th« •v«rag« tuition coat at NlchlgM^a public coll«g«a c«n ba tranaf«rr«d to 
th« achool of tba atud«nt'a choice. Refund optlona era elao evallab.e In caae 
a child doaa not attend college. Bj providing auch e guarentee, the Truat 
aaauaea the rlak that the funda will be Inveat i wlaely and will grow ea 
rapidly «• tuirion. 

The HET will pool the payaenta received from purchaaerh, Inveat then and .'^e 
the pa]fBenta end ^ntereat earnlnga to pey the tuition coata for atudenta at 
their reapectlve collegea. Therefore, MET aaauaea the rlaka that the earnlnga 
will be enough to cover tuition cc«ta and parenta have the peece of alnd thet 
their chlxaren^a college tuition la peld for. 

Th%.'e are aany advent agea to the Michigan Education Truat program. Pi rat, the 
atate can pool the funda with other atate funda, Inveatlng a such larger aum 
then an average family la able to, end galnl.^ a much greater return on 
Inveatment ae a reault. Second, the atate can actually guarantee tuition, 
■alnly becaua^ of Ita role In higher education policy and financing. Third, 
MET off era a choice of Inatltutlona to atudenta and they do not have to aelect 
a college or unlveralty until they are actually ready to attend. 

The Michigan Education Truat waa algned Into law by Governor Blanchard on 
December 23, 1986. The law apedflea that before the program can be 
implemented, the Internal Revenue Service muat provide a favorable ruling on 
the tax l^>llcatlona of the Truafa earnlnga for purcheaera. The ruling 
requeat waa aubmltted In February, 1987. 

Purcheaera of guaranteed tult; will be able to deduct their contribution 
from their Michigan income tex. Other tax beoeflta are anticipated, pending 
the IRS ruling. 

Intereat in the program has been tremeodoua. Over 33,000 Inqulrlea have been 
tecelved by telephone and mall. Currently, only Michigan realdenta are 
eligible for the program, however, it la hopeful thet In the future reciprocal 
agreementa can be arranged with other atatea and the program could operate 
natlonw}49. 

Michigan is the firat state in the nation to propoae and enact auch a program. 
It hea generated a tremendous amount of intereat nationwide, with five other 
atatea (Wyoming, Indiana, Tenneaaee, Florida and Maine) enacting cult ion 
guarantee programs and approximately 35 her atatea considering edoptlng 
almilar programs. Illinois end North Carolina have enacted education aavlnga 
bond programa. 



March 12, 1988 
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CHRONOLOGICAL HISTORY OP TUITION GUARANTEE PROGRAMS 



Juna 1981 



Eugene Lang announced his **I Have a Dream 
Prograa** in Harlea 



January 29, 1986 

April 15, 1935 
May 27, 1986 

December 9, 1986 
DECEMBER 23, 1986 

Pebruary 19, 1987 
Pabruary 19, 1987 

April/May 1987 
May 4, 1987 

June 1987 

June 30, 1987 

July 21, 1987 
September 24, 1987 



Governor Blanchard announced tuition guarantee 
program in his State of the State Message 

MET legielation introduced 

Michigan House of Repreaentativea passed 
legislation 

Michigan Senate passed legislstion 
Governor Blanchard aigned program into law 

Michigan Revenue Ruling requeat submitted to IRS 

WYOMING'S "Advance Payment of Higher 
Education** aigned into law 

INDIANA'a "Indiana BEST Program" signed into law 

TENNESSEE'S "Tennessee Baccclaureate Education 
Syatem Truat Act" aigned into law 

FLORIDA'S "Florida PrepaU Postsecondsry 
Education Expenae Program" aigned into law 

MAINE'a "Student Educational Enhancement 
Deposit (SEED) Plan" aigu^d into law 

NORTH CAROLINA'a Bond Program aigned into law 

ILLlNOIS'a "Illinoia Baccalaureate Savings Act" 
aigned into law 



January 1988 



March 1988 



MASSACHUSETTS'a "College Opportunity Fund" 
has been proposed by Governor Dukakis and 
legialation will be intr^^duced for enactment 
thia year 

MET receives Tf^s ruling 
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STATEMENT OP 
0. DONALDSON CHAPOTON 
ASSISTANT SECRETARY (TAX POLICY) 
DEPARTMENT OP THE TREASURY 
BEPORE THE 
COMMITTEE ON PINANCE 
UNITED STATES SENATE 



Mr. ChairMn and Mtabtrs of tht COMilttat: 

I pltastd to havt this opportunity to diicuts tax 
Inctntivts for hightr tducation, including tht Administration's 
proposal for Colltgt Savings Bonds. Education is a national 
priority dtstrving broad public ,ind privatt support. In an 
incrtaslngly coapltx socitty, education btyond tht stcondary 
Itval assuats grtattr iaportanct for an individual's cairttr 
opportunitits and tarninos as wall as for tht Nation's strtngth 
and coapttitivtntss. Colltgt Savings Bonds would providt an 
important ntw tax inctntivt for faailits to savt for thtir 
chlldrtn's hightr tducation. 

In addition to discussing Colltgt Saving* Bonds, I will discuss 
S. 39, which would rtstort tht txclusion froa incoat of taploytr- 
paid tducational assistanct; S. 628, which would allow a 
dtduction for inttrtst paid on studtnt loans; and s. 2149, which 
would txpand and »ak« ptraantnt tht arbitragt rtbatt txctption 
for ctrtain studant loan bonds. 



Background 



Tht Adninistration's Piscal Ytar 1989 budgtt includts $ir.5 
billion of Ptdtral assistanct for nightr tducation in tht fom of 
dirtct txptnditurts and sptcial tax provisions. Of this amount, 
$9.2 billion is attributablt to direct txptnditurts for hightr 
tducation, primarily through studtnt financial assistanct 
and guarantttd studtnt loan prograaf. Includtd in that total is 
an incrtast of $7Sl ■illi'^n in grants for studtnts from 
low-incomt familits to a otal of $5 billion, tht Prtsidtnt's 
budgtt includts sort Ptdtral aid to low-incomt post-stcondary 
studtnts than has tvtr bttn avaUablt in tht past. 

Tht 1989 budgtt shows additional Ptdtral assistanct to 
post-stcondary tducation in tht form of sptcial tax provisions 
totaling $2.3 billion. Thtst tax provisions includt tht incoat 
txclusion for scholarships; tha allowanct of charitablt 
dtductions for contributions to collegts and univtrsitits; tht 
tax txcaption of inttrtst on, Statt and local studtnt loan bonds 
and privatt non-profit tducational facility bonds; and tht 
dtpandtncy txtaptions for studtnts agt 19 and ovtr. In addition, 
tht Ptdtral govtrnatnt providts indirtct support to nonprofit 
tducational institutions by txcluding inttrtst, dividtnds, 
qualifitd rtnts and royaltits from tht unrtlattd busintss incoat 
tax. 

Tht Administration's budgtt also proposts additional worktr 
rttraining opportunitits. Tht Iforktr Rtadjustatnt Prograa 
proposal, financtd at ntarly $1 billion in 1989, would providt 
dislocattd worktrs with tsstntial strvicts such as counstling, 
job starch assistanct, basic tducation, and jub skill training. 
Dirtct Ptdtral txptnditurts for training and taployatnt prograas 
will total $5.2 billion in 1989. 




168 



College Savings Bonds 



The Aaainistration's 1989 Budget Includes an iaportant new tax 
Incentive, College Savings Bonds, that will help faailies save 
for their children's higher education. 

Background 

Providing for the costs of higher education has long been a 
traditional role of the student and his fa«ily. unfortunately, 
the costs of a college education have been rising twice as fast 
as other prices in the economy over tht* last decade. Private 
education costs are up almost 90 percent since 1980 and public 
education costs have risen more than 70 percent during the same 
period. To put this in perspective, it now costs an average of 
■ore than $50,000 for a faaily to send a child to a four-year 
private university and more than $18,000 to send a child to a 
public university. The Education Department estimates that, 
nineteen years fro« now (in 2007), the total cost oi attendance 
will increase to $200,000 for a private university and $60,000 
for a public university. 

Even though scholarship and loan programs are available, many 
families are not saving enough to meet these costs, especially 
for more expensive schools. A 1984 Roper Poll* showed that only 
half the families who expect their children to attend college 
save . hing at all for their children's future college 
educatio.i and that among the families that do save, the median 
saving is approximately $500 per year. As a result of the lack 
of planned saving, some studer.ts are limited in their choice of 
colleges, in addition, the lack of savings puts considerable 
pressure on family finances and raises the cost of Federal 
student aid. In many cases, students themselves incur J.arge 
debts, thus taking on significant financial burdens for many 
years in the future. These problems are especially significant 
for students from moderate income families, since most financial 
aid programs assume that these families will pay a substantial 
portion of education costs. 

The Administration believes that the primary responsibility for 
financing the costs of post-secondary education should remain a 
family priority. A Federal program to encourage saving for 
college education would not only call the attention of families 
to the need for saving, but would also provide a convenient 
mechanism and incentive for them to do so. He believe that 
College Savings Bonds would provide valuable and urgently needed 
assistance to American families in financing post-secondary 
education. There is a growing awareness of the need for such a 
program, as evidenced by the number of bills for Federal 
educational savings programs introduced in the 100th Congress.' 

The Administration's Proposal 

The Administration's College Savings Bond proposal would promote 
long-term saving by families for the costs of post-secondary 
education by encouraging families to save on a tax-free basis for 
their children's future education, under the proposal, interest 
on College Savings Bonds would not be taxed currently and i-ould 
be exempt from taxation when received if the bond proceeds are 
used to pay for the costs of a post-secondary education. If the 
bond proceeds are not used for this purpose, the deferred 
'.nterest would be taxable upon redemption. 

The types of educational costs qualifying for the tax exemption 
include tuition, books, appropriate room and board charges, and 
other fees associated with part-time as well as full-tim* 
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attendance at eligible inttltutiont that meet the standards for 
participation in the Education Departaent's student aid programs. 

In order to target the program to low and moderate income 
families, the exemption from tax on interest income would phase 
out at annual levels of gross income between $60,000 and $80,000, 
adjusted for inflation after 1989. Thus, taxpayers whose 
adjusted gross income exceed $80,000 (adjusted for inflation) at 
the time the bonds are r<?deemed would not benefit from the 
exclusion. The income phase-out would be dete*ained by the 
parents' income if the student has been claimed as a dependent by 
the parents in any of the three previous years; otherwise the 
income phase-out would be determined by the student's income. 
Thus, if a grandparent buys a bond in the name of a grandchild, 
the income phase-out would be based on either the child's or the 
parents' income. 

Discussion 

The benefits of College Savings Bonds can be illustrated by the 
ioXlowing f^xample. If a parent of a two-year old child purchases 
$2,000 in bonds in 1988 and in each succeeding year, the total 
accumulated funds would exceed $60,000 by the time the child is 
18 (assuming an interest rate of 7.2 percent). This would be 
enough to pay the expected future costs of sending the child to a 
public university for four years. The tax savings for a family 
in the 15 percent bracket would be $6,800, or i: percent of the 
total cost. 

Based on the Education Department's estimate of participation, 
sales of College Savings Bonds would initially be $4-5 billion 
annually. The net cost of the program would be $10 million in 
1909, rising to $200 million in the fifth year of the program. 
There would also be administrative costs depending on the method 
of implementing the program. 



S. 39; Employee Educational Assistance Act of 1987 



Background 

Prior to 1988, up to $5,250 of the value of employer-provided 
educational assistance was excludeo from an employee's income if 
the assistance met the requirements of section 127 of the 
Code. Section 127 limited the types of educational assistance 
that could be provided on a tax-free basis and required that the 
assistance be provided in a manner than did not discriminate in 
favor of officers, owners or highly compensated employees. In 
addition, under section 127, no more than five percent of the 
amounts paid under a qualified educational assistance program 
could be for the benefit of five percent owners. 

Prior to the enactment of section 127, an employer's payment or 
reimbursement of an employee's educational expenses was included 
in the employee's income only if such expenses were deductible 
under section 162 as iob-related expenses. If the employer paid 
or reimbursed the employee for educational expenses that were not 
Job-related, the employee was required to include such amounts in 
income and no offsetting deduction was available. 

Job-related education is qenerally defined as education that (1) 
maintains or impro es skills required in the individual's 
employment or (2) meets the employer's express cortOitiong b% to 
the individual retention of job, job statunr or rate of compensa- 
tion. Education that qualifies the individual for a new job it 
not considered job-related. 
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sine* th« axpi ration of gtctlon 127 of January l, 198$, 
individual! aiy axcluda froi Incoaa only tht valuo of aaployar- 
provldad educational asslst^nca that Is job-rtlattd. Thi valua 
of aducatlonal assistanct that Is not job-rtlattd Is Includlblt 
in incont • 

S.39 

Tht B»ploy«« Educational Assistance Act of 1987, s. 39, would 
ptrMntntly rtlnstatt stctlon 127 of tht Codt, tfftctlvt 
January 1, 1988. 

Discussion 

Tht Trtasury Dtpartatnt opposts S. 39 for two primary reasons: 
first, stctlon 127 crtatts an Intqultablt distinction bttwttn 
taxpaytrs, and stcond. It has not principally btntfltttd thost 
■ost In nttd of assistanct. 

Stctlon 127 provldtd tax-favored educational benefits to only a 
SMll stgaant of tht population taking coursts to train for a ntw 
job or occupation. Tht btntflt of taploytt tducatlonal 
assistanct plans was not avallablt to workers whose employers did 
not offer such programs, or to unemployed workers, ^loreover, 
self-employed Individuals and many small business owners were, 
practically speaking, unable to benefit effectively from these 
programs. As Table 1 Indicates, eighty-four percent of adult 
education courses taken In 1984 to qualify for a new job or 
occupation were paid for by the student himself. Only sixteen 
percent of sUch training could have benefitted from section 127. 

We believe that the tax treatment of non job-related educational 
expenses should be the same for all Individuals. The operation 
of section 127 was Inherently Inequitable In that It provided 
favorable tax treatment to only a small, fairly select group of 
Individuals. If educational training taken In order to qualify 
for a new job or occupation Is deserving of government support, 
then all such training expenses should be deductible, not just 
those of certain employees. 

Second, the available data suggest that section 127 did not 
principally benefit less educated or less skilled workers who 
would be most In need of further educational training. A Labor 
Department survey found that higher-paid professional and 
administrative employees were more likely than production workers 
to have employer educational assistance plans offered to them, 
and were more likely to be offered full, rather than partial, 
reimbursement. Moreover, as Table 2 Indicates, less educated 
workers In lower-paying jobs represented a smaller fraction of 
participants In adult education In 1984 than in 1969. 

The total revenue cost of reinstating section 127, effective 
January 1, 1988, would be $275 million in Fiscal Year 1988 and 
approximately $400 million annually thereafter. 



In suMfiry, we believe that section 127 unfairly provided, at a 
substantial revenue cost, special treatment to only certain 
employed individuals who frequently were higher-paid professional 
and administrative personnel. For these reasons, we oppose the 
reenactment of section 127 in S. 39. 

S. 628; Interest Deduction on Education Loans 

Background 

Section 163(h} of the Code disallows the deduction of personal 
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lnt«r«st. personal lnt«r«st is d«ein«d as any lnt«r«st oth«r 
than certain trada or buslnass intarest, invastaant Intarast, 
passlva activity intaratt, qualified raaidanca intaraat, and 
cartaln intaraat paid with raspact to astata taxat. Zn ganaral, 
Intarast on educational loans is personal interest. The denial 
of the deduction for personal interest is phased^in over the 
period 1987 through 1990. 

S. 628 

8. 628 would perait an iteaisad deduction for the full aaount of 
Interest on qualified educational loans, thus creating a new 
exception to the rule that disallows a deduction for personal 
Interest. 

Discussion 

The Treasury Dapartaarc opposes 8. 628. As part of the Tax 
Mfora Act of 1986, rjngress explicitly considered the 
deductibility of all types of interest expense. In the case of 
business and invastaent activities. Congress decided that, with 
appropriate liaitations, interest should ba deductible. Zn the 
case of personal interest. Congress decided that interest should 
not be deductible. The Treasury Dapartaant does not believe this 
issue should be revisited at this tiae. 

In addition, S. 628 is an inequitable approach to subsidising 
educational costs. The bill would reduce the cost of education 
only to individuals who borrow and iteaise deductions. Because 
individuals who iteaise are generally wealthier than individuals 
who do not iteaise, 8. 628 would provide a disproportionate 
benefit for affluent taxpayers. 



S. 2149; Arbitrage Exceptions for Student Loan Bonds 



Background 

Section 148(f) of the Internal Revenue Code requires issuers 
of State and local bonds to rebate to the United States arbitrage 
profits earned froa investing gross proceeds of an issue of 
tax-exeapt bonds in investaents thAt are not acquired to carry 
out the governaant purpose of the tax-exeapt bond issue. One of 
the principal objectives of section 148(f) is to eliainate 
so-callad ^collapsible" escrow bond issues in which the bond 
proceeds are invested in a higher-yielding escrow before being 
used for a governaental purpose. In these transactions, the 
arbitrage profits earned during the escrow period are sufficient 
to ensure the availability of sufficient funds, after payaent of 
all bond issuance expenses, to "collapse" the issue by retiring 
all the bonds if the proceeds are not used for a governaental 
purpose. This collapsible structure facilitated the issuance of 
bonds for projects for which financing aight never actually be 
needed or used. 

Section 148(f) of the Code generally eliainated these collapsible 
bond issues by requiring issuers to rebate arbitrage profits 
earned during the escrow period. However, section 148(f)(4)(D) 
contains an exception to this rule which applies only to bonds 
issued on or before Deceabar 31, 1988, to finance rtoerally 
guaranteed student loans (GSL bonds). Under this Exception, 
issuers of GSL bonds can use arbitrage earned during the escrow 
period to pay bond issuance costs, even if no student loans are 
financed. Moreover, issuers of GSL bonds can use arbitrage 
earned during the escrow period to pay prograa costs. 
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Section 148(a) of th« Cod« provides generally that a bor.d it an 
arbitrage bond If the proceeds are used to acquire higher 
yielding Investments. Section 148(c), however, provides that a 
bond Is not treated as an arbitrage bond solely because the 
proceed* are Invested for a reasonable temporary period until 
needed for a governaental purpose. The temporary period £or 
proceeds to be used to sake or finance loans generally aay not 
exceed six .onth. Under section 103:c)(2)(B), however, this 
six-Month period is extended to eighteen aontht for GSL bonds 
issued on or before Deceaber 31, 1988. 

Under present lav, qualified scholarship funding corporations are 
authorlxed to Issue tax-exeapt GSL bonds. Qualified scholarship 
funding corporations are not authorized to Issue tax-exeapt bonds 
to finance student loans that are not federally guaranteed 
(supplemental student loan bonds). 



Senate bill 2149 would aake peraanent ths temporary arbitrage 
exception for GSL bonds and expand these exceptions to cover 
supDleaental student loan bonds. The bill also would authorize 
qualified scholarship funding corporations to Issue suppleaental 
student loan bonds. 

Discussion 

The Treasury Departaent strongly opposes S. 2149. The stated 
reason for the temporary arbitrage exceptions was to perait 
Issuers of GSL bonds to continue to Issue bonds while they find 
other sources of revenue to defray bond Issuance and prograa 
costs. H.R. Rep. No. 841, 99th Cong., 2d Sess. 11-753 
(Conference Coaalttee). For the following reasons, these 
arbitrage exceptions are not warranted and should not be extended 
or expanded to cover suppleaental student loan bonds. 

First, Issuers of GSL bonds are permitted under Treasury 
regulations to recover all of th-ir bond issuance and prograa 
costs froa the student borrowers by receiving higher interest 
payaenfs on the student loan notes than the Issuer pay on the 
tands. The teaporary rebate exception, therefore, permits 

ecovery of the same costs twice, once from the temporary 
investment arbitrage and again from the student borrowers. 
Moreover, If the bond proceeds are not used to finance student 
loans and are used solely to earn arbitrage, the Issvers can 
still recover their bond issuance costs from the arbitrage. 
Thus, the temporary rebate exception permits risk-free, 
collapsible escrow bonds to be issued. 

Second, there Is no basis for treating these private activity 
bonds more favorably than bonds Issued for essential government 
purposes. GSL bonds are not distinguishable froa other bonds to 
which the arbitrage rebate rules fully apply. Moreover, the 
special rebate exception Is not necessary for the issuance of GSL 
bonds. The risk that bond Issuance costs will have to be paid 
out of other available funds If the bond proceeds are not used to 
finance student loans can be eliminated b' delaying issuance 
until the bond proceeds are actually needed to finance the 
student loans. To the extent the bonds are Issued earlier than 
necessary, the early issuance risk should be borne by the 
Issuers — not by the Federal government. 

Third, many Issuers of GSL bonds have accumulated large surpluses 
over the years from issuing GSL bonds and investing the bond 
proceeds In higher yielding investments and student loan notes. 
A special exception that peraits these issuers to use teaporary 
Investment arbitrage to issue bonds at no risk, and to recover 
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th« costs twlcs, is not d«ftnsiblt as a aattar of tax 

policy. 

rinally, studtnt loans financed by suppl«a«ntal studtnt loan 
bonds art not subjtct to rtdtral incoat limits spplicablt to 
radar ally ousrantaad studant I dans. Thesa bonds do not fulfill 
radaral policy goals of aiding lo%far incoaa f ami lias, and thus 
tha authority to issua* than should not ba axpandad. 



This concludas ay raaarks. X will be happy to ans%rar any 
quastions. 



"A National Study on Parantal Savings for Childran's Highar 
Education txpansas," conductad for tha National Xnstituta of 
Xndapandant Collagas and univetsitias by tha Ropar 
Organisation, August 1984. 

^ A nunbar of bills introduced in the 100th Congress would 
provide tax incentives to save for higher education by 
creating either Education Savings Bonds (S. 1662 and S. 1817), 
education Savings Accounts (S. 1533, S. 1659, S. 1660 and S. 
1661), or Education Savings Trusts <S. 1572). These bills 
would provide either deferral uf , or exclusion from, tax with 
respect to incone which is used to finance (qualified 
educational expenditures. 

' Althouoh section 127 provided that self-employed individuals 
and sole proprietors could technically qualify for the 
benefits of section 127, in practice these benefits were 
priaarily available to only larger businesses. Sull, 
closely held businesses were unablo to benefit from section 
127 because no aora than five percent of the amounts paid 
under the educational assistance program could be for the 
benefit of shareholders or o%mers owning more than five 
percent of the capital or profits interest in the employer. 

* U.S. Department of Labor, Bureau of Labor Statistics, 1986, 
Employee Benefits i^i Medium and Large firms , Washington: U.S. 
Government printing office. 

' A pending technical correction would clarify that amounts 

designated at interest on student loan notes were not intended 
to be treated as a reimbursement of costs for purposes of the 
rebate exception. 
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Talal 

COVMS 


M-lflhielCouMi 








impfove in 
Current Job 


New Job in 
Same Oocupation 


New lob in 
New Oocupation 


Non-Job-Rdaled 

COOTMI 


Unknown 


Tout Counes 


39.097 


19.703 


91* 


3.S18 


14.448 


145 


Employer Paid 


14.003 


12.328 


242 


549 


857 


28 


Employer Piid as a 
Put of Total Course 


36.3 


62.6 


24 « 


14.4 


5.9 


19.3 



l!^'"-? Dep<«n>o« of EducMiai. Center for EducM mul Sutistkt. Tiendt in Adult Ediicati( 
I969-I984 . Tables 0-H. pp. 33-36. 



ERIC 



176 



170 



Table 2 

DIsiribuilofi of AduU Education Partldpanifl and iHc Adult PopulaUon 17 Yean 
and Older, by Selected Chanicterisiks 1969 and 19S4 



Characteristic 


Adult participants 


Population 17 yean old and over 


1969 


19S4 


1969 


1984 






23.303 


130 251 


172.583 




100% 


100% 


100% 


100% 


Education level: 










Less than I2th frade 


16 


8 


44 


27 


High school graduates 


39 


30 


34 


38 


Some coikge (1 to 3 years) 


20 


26 


12 


18 


Bachelor's degree or higher 


26 


36 


10 


17 


Income group: 






50 


SO 


Above median fiimily income 


68 


6S 


Below median fai**'.iy income 


32 


35 


50 


50 


Occupational groups.* 








II 


Executive/managerial 


11 


IS 


9 


Professlonal/iechnical 


33 


31 


13 


15 


Administrative support 


17 


17 


IS 


16 


Sales and service 


16 


20 


27 


26 


Other 


23 


17 


36 


32 



* The basis of tfiese percents are employed aduh education participants and the ei-tptoyed 

population 1 7 years and older 
- Not available. 



Note: Details may not add to totals because of rounding. 

Source: U.S. Department of Education, Center for Educational Statistics. Tr ends in Adult 
Education 1969-1984 . Table 1. page 3. 1987 
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PATRICIA A. HAYES, PRESIDENT 
SAINT EDWARD'S UNIVERSITY 



Mr. Chairnan and Members of the Comnittee: 

I as Patricia A. Hayes, president of Saint Edward's University in 
Austin, Texas. Saint Edward's University is a private. Catholic 
affiliated university enrolling 2700 students; 1300 of whom are 
part-tine undergraduate and graduate students, and 1400 of whom are 
full-time undergraduate students. Saint Edward's provides virtually 
all of the baccalaureate and master's level part-time adult education 
in the Austin area. For 15 years. Saint Edwari's has played a unique 
rwj.B in educating the children of migrant farm workers. 

For the past two and one-half years, l have been the ch'iir of the 
Tax Policy subcommittee of the National Association ot Independent 
Colleges and Universities (NAICU) , an organization representing more 
than 800 independent colleges and universities. I am here today on 
behalf of NAICU to bring you our concerns about the need to develop 
meaningful national tax policy toward college and university 
students, i commend the leadership shown by this Commitcee in holding 
hearings on these important topics of education savings, employee 
educational assistance, deductibility of interest on education loans, 
and taxation of scholarships and fellowships. 

Tax Inea ntives for Savings for Higher Edueatlon 

NAICU is committed to working with Congress tc create an 
efficient and cost-effective form of tax incentives for education 
savings. The absence of such a program present^ represents a gap in 

federal policies in support of higher ed ^cation. There are two 

central conrerns which drive our interest. 

The first of these concerns is the lack of saving among those y/ho 
can ai*ford tc be saving. In 1986, American households saved only 3.9 
percent of their disposable income — the worst year for personal 
saving since World War II, and down from a post-war peak of 9.4 
percent in 1973. The comparable personal saving rate for Japan was 
mote than 17 percent in 1985. 
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And, 8«r.)nd it th« narkad thi.. in trends of financina higher 
education. Ov«r the past ten years, student financial assistance has 
shifted draaatically from a reliance on grants to a reliance on loans. 
Presently, loans account for about half of all aid available (up froa 
16 percent in 1975-76), with grants diminishing from 80 percent to 47 
percent over the same perif>i. Sources of aid also have changed 
substantially. During the tine when the value of federally supported 
student aid was felling between 1980-81 and 1986-87 by 16 per :ent in 
constant dollars, institutions of higher education, particularly 
independent colleges and universities, increased their own aid by 41 
percent in constant dollars. At many indepenlent colleges and univer- 
sities, diverting more resources to student aid — in some cases as 
much as 40 percent their total budget has neant a heavy burden 
on the institution's resources. 

As a result, students ' »d their families pay a greater share of 
th# cost of attending independent colleges and universities. Among 
student aid recipients, contributions from family resources rose 
fro«53.0 percent of the total price charged in 1979-80 to 65.5 per -ent 
in 1983-84. "^'i* rate of increase outpaced the rate of inflation by 
51 percent. 

There is eviienca that femilies recocnize the importance ot 
saving for collegn but need help to do so. In 1984, the National 
institute of Independent Colleges and Universities (Mlicy) contracted 
with The Roper Organizat.. to poll families on attitudes tow^-d 
savings for their childr-n's higlier education expenses. The stuiy 
revealed that 77 percent of F^rentt. with children of pre-college age 
expect, or at least hopj for, their children to go to college. 
P-rents see themselves first (66 percent) and their children second 
(36 larcent) as having primary responsibility for financing college. 
When as)ced whether they were currently saving for their children's 
collego education, parents of prospec':ive college entrants snowed that 
only half are currently saving, th\z they saved an annual median of 
$517 in 1994, and that they started saving for college when their 
oldest child was Xcur year- old. The half who ar« not saving now say 
they cannot afford to, hut 2 in 3 plan to save laUr. Future savers 
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rlnn to start when their child is 12 years old, allowing six yoais of 
saving, yet, these sa»e parents plan to h.ve - or hope they .ray have 
- $10,000 saved when their youngest child is r^ady to go to college. 

With these patterns and needs in mind, individual colleges and 
«t-'es have attempted to devise limited strategies to spur savings. 
Approximately 12 independent institutions developed innovative 
contracts to prepay tuition before the child reached college age; 
several of these are no longer operational becavse they have not 
proven to be financially feasible for the institution. Numerous 
states have explored possibilities of state plans These plans have a 
number of different characteristics, but common to each are limita- 
tions on where 'ha students can use the ftnds saved. Private savings 
banks, such as those that aarkot tuition-indexed certificates of 
deposits, have prompted responses from upper-incor.e individuals, 
failing to reach those of more mod^Ft means. 

Although state., individual colleges and universities, and 
financial institutions have led the way in developing innovative 
plans, these are piecemeal approaches and lack the consistency and 
accessibility that only a federal plan could provide. Fur.hemorb, 
they do pose a threat to access and the opportunity for student 
choice that has characterized this nation's system of higher 
education. 

Clearly, there are a number of national models and me?».is of 
encouraging savings for higher education, m order for such a plan to 
work, to actually encourage new savings among families which are not 
currently saving, the following key elements need to be included: 

First, thp j?lan ^ust be simple ard Insp ire the confidence of the 
fiftyfir. In order to elf^ctive, a federal e ■ ration savings pla'^ 
needs to be easily understood by families. It mujt also bo ea^y to 
administer and rules regarding withdrawal of funds should be straight- 
for*.ard. The plar. should utilize a system for savings that inspires 
confidence for those aaking a long-term invtstmeni- 
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Second, th e pl an shoul d supplement, not supplant, existin g 
student aid programs > A re^^onable mix of loans, grants, and work 
should remain the cornerstone of federal student assistance policies 
and clearly cannot be replaced by education savings programs, no 
matter how effective. It is imperative that any education savings 
programs serve as a supplement to other sources of funds. The precise 
treatment of these savings under student assistance programs should be 
resolved separately by the Congress as a part of its consideration of 
needs analysis for student assistance. 



Third, the plan should encourage student choice and ensure 
portabi l ity . Education savings are an important component in assuring 
access to the institution best suited to a student's needs, whether 
in-state or out-of-state, or \..iethet it is state-supported or 
independent. 

Fourth, the most important tax incentives are those w hich coin- 
Side witl- the payment of education expenses . The most significant and 
the least costly of the numerous tax incentive options is one provided 
at the time that education expenses are act-ially being paid, and which 
focMs upon the core education costs -• tuition and fees. 

Fifth, part tcipali ion in an educati on aavinan Plan BhOUl<^ 
broadly accessib le. Relatives, friends, and employees should be 
eligible to make contributions, incentives should be available to the 
broadest possible spectrum of families at each income level to 
encourage thase crucial personal investments in education. 

I would like to stress the point that saving, while important, is 
just one element of the partnership of sources of paying for college 
and csnnot be viewed as a panacea for the problems in meeting college 
tuitions. Howe-'er, saving is an undeveloped avenue for helping to 
finance higher education and deserves focused attention and incentives 
to realize its potential. 
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I would also like to note that the use and level of saving rises 
as incone increaffes. Most savings plans are, therefore, more likely 
to be used by middle- and upper-incone families which makes it all the 
nore necsssary that a national, education savings plan be designed to 
attract the widest number of participants, and that federal stude- 
assistancfl programs bo expanded to meet the needs of students whose 
families are unable to save under any condition. 

Of the various education savings options, plans such as the one 
outlined in S. 1817 come closest to meeting the features which I have 
listed. This option provides an easy-to-understand and convenient 
method to save, an instriiment, U.S. Savings Bonds, that is already 
known by most people and that is accessible by most family income 
levels, and permits use at all colleges and universities. Perhaps of 
greatest interest to all of us who are preoccupied with reducing tne 
federal deficit, this plan actually draws funds into the U.S. Treasury 
and costs little in tax expenditures. He urge you to look carefully 
at this straightforward option. 

Eyt^ngjpn of the Emolova^ Rdi^y ational Assistance Act 

Section 127 of the Internal Revenue Code, the Employee Educa- 
tional Assistance Act, expired for the third time in ite history on 
December 31, 1^87. NMCU strongly supports S. 39, which would make 
this provision a perinanent r of the tax code, and would urge that 
it be promptly enacted by the Senate. 

The Employee Educational Assistance Act allowed employees i-o 
receive, as a tax-free fringe benefit, tuition support to pursue 
higher education. Thii section has enabled many low-paid and under- 
educated workers to return to school part-time, and to earn a degree 
thJ-t qualified them for better and higher paying jobs. This section 
also allows graduate teaching and research assistants to receive 
tuition remission in support of their education tax free. 

Since the expiration of Section 127, these same benefits now 
become taxable to the students. Clearly, many of the students for 
whoa this section was envisioned will not be able to continue their 
education if they must pay taxes on the value of tuition from their 
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own liroit-^d wages. Even more unfortunately, without Section 127, the 

only tax-free enployer-'provided education dollars are those that are 

related to the current job. This, in essence, benefits those of us 

who have already corpleted our education and are merely **Xeeping up" 

with new developments, but provides no benefits to those who want to - 

improve thsir job sXills and advance their profepsional opportunities 

The repeated extension and expiration of this provision have * 
cperated to undermine the goals of the provision. This section should 
be made a permanent part of the tax code. 

Deduct Ibilltv of Interest on Educa tion Loans 

The Tax Reform Act, enacted into law on October 22, 1986, phases 
out and eventually eliminates the deduction allowed to itemizers for 
the interest paid on education loans. This change incorrectly treats 
this indebtedness as merely another form of consumer interest instead 
of investment interest, thereby increasing the costs of education debt 
for the many Americans who borrow as an investment in their own 
future. 

Clearly, loans are an increasingly significant part of financing 
higher education. Based on the most recent figures available, 
approximately $76.9 billion in loans to finan::e higher education are 
presently outstanding; $9.3 billion in new federally guaranteed loans 
were made as part oC the 1987 fiscal year. 

He urne Congress to adopt S. 628 to allow interest on education 
loans to be deductible in the same manner as is presently a] * owed for 
interest on business investments. 

Taxation of Scholarships an d Fellowships 

The Tax Reform Act of 1986 also rewrote Section 117 of the 
Internal Revenue Code pertaining to the taxation of scholarships and ^ 
fellowship awards. The new Section 117 subjects to taxation the 
portion of any scholarship or fellowship that is granted to cover 

non-tuition educational cxpe.ises, such as room, bocird, and necesiary , 
travel. The law also requires that any payments .or which a service 
requirement exists will be treated as taxable income, thue converting 
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Mny graduate student tuition grants and teaching and research 
fellowship, into taxable wages. These are among the most unfortunate 
of th* tax refora revisions. 

Although fomer Section 117 was unduly complicated, prompting 
audits and conflict between students and the Internal Revenue Service, 
the prf aent oystej is not an improvement. The Act converted academic 
award* into a morass ol taxable and nontaxable awards, portions of 
which are subject to withholding, other portions of which are subject 
to the payment of estii^ated taxes by students, and part of which are 
tax free, students must now retain book lists and receipts, match 
academic year grants with the tax cycle, and calculate taxable wages, 
taxable scholarships, and tax-free gifts from the same awards just to 
determine if any taxes are owed. All of this compels scholarship 
recipients of aid above tuition to file a 1040 Form which, in turn, 
precludes then from using a simplified /leeds-analysis form to receive 
student aid. 

We «rge the Finance Committee to address these issues promptly, 
and to adopt a simple vax provision consistent with the purposes and 
nature of student aid. 

ThanJc you, Mr. cnairman and members of the Committee, for holding 
these hearings on thev- important topics. 
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Michael S HcPherson 
Chdir, Econonics Depsrtaient 

Uillidns College 1 

Thank you for the opportjnlty to offer testirony on this 
important subject. 

You are coni.iderinB a number of bills that would provide a 
tax pieference for families who save for college These bills 
shdie two worthy goals encourejlng Americans to save more, and 
encouraging Ameiican parents to pl«n and provide more effectively 
foi iheii children's college education Traditionally. Americans 
have believed that the first responsibility for paying for 
college lies with the parents Increasingly, we have come to 
recognize that many families can best meet those responsibilities, 
by spieading the high cost of colltge over time paying for 
college, like paying for a house. i« tending increasingly to 
become a lifetime proposition. While some of that cost spreading 
can be -- and indeed is -- accomplished through parent or student 
boi rowing, many observers agree that a healthy ayfcten of college 
finance would include more advance planning and saving for 
college than most fanilies presently acnieve We thus find 
ourselves searching for ways in which the federal goverrment can. 
at ledsonable cost, help encou'-age such advance pieparation 

•Jlie bills befoie this committee pursue this worthy p.oal 
tin ough the device of tax incentives This i« a feature that 1. 
and 1 suspect many economists, are less happy about The 
I. auction in tax preferences accomplished by the tax reform 
Ict^islalion parsed in 1986 was. in my view, a landmark 
achievement Tax preferences are often poorly targeted on their 
goals, thuy tend to henefit the well off disproportionately, and 
they otten l-rove extremely difficult to dislodge once they are in 
place 1 ..m pleased that this body is examining with great care 
oropoj-als to mtioJuce new pref-renccs to the tax code 

A desirable scheme of federal c nc ou - age me n t for college 
bjvmg would, in my view, have these features 

• it would .....xim-lly encourage pddlf jopfll s..ving. lalher than 
,M,.vidl»g fedcr.J «.ub>»idy for saving that would have t uken ploce 
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-it would c.rgec federal help on thofc. who would find it 
ditficulc CO cava without such support; 

-it would .ini-iz. ch« creation of n.w federal institution, 
and bureaucracies I and 

-it would entourage faiiilles of .ode^t .eans to begin 
p^-inning early and effectiv.ly for their children's educational 

future 

Let .a first .ake tha point that an axcallent oiean. of 
accoaplishing several of tnasa goals would ba through an inprovad 
and expandad version of tha Pell grant prograa. This program 
work* through federal bureaucracy that already exists and it is 
t<«rgeted effectively on needy fenilias. A secure end reliebly 
funded prograa of besic grents is e fine encou regeaent to the 
educational espiretions of you*.^ people. 

If n««dy faBilJ«« ^t,t, * s<-eble besie for college finance. 
tliJk aey be en encour egeaen t to thea to plen eerly Ageinst this 
it cen be argued that the eveilebility of grent eid blunts the 
incentive to seve I exeained this Issue with e coUeegue. Chip 
C^^t, of Uellekley College. ^ Ue concluded thet the Pell prograa 
probably did not introduce significen^ sevlngs disincentives, 
although grants provided by Institutions to .ore effluent 
^tudentk ney heve fcuch effects. Two reforas in addition to 

■ ore relleble end generous funding .ight aeke the Pell progreei 

■ ore effective in encoureging feoiilies to plen end provide for 
college First, we need better screening of the educetionel 
effectiveness of schools thet era eligible to receive grents. to 
help ensure that f^ailies' investment of their own resources in 
schooling ere woi-hwhile Second, it would be desireble redesign 
the Pell ewerd rules so es to provida lergar Pell grents to 
taaines thet contribute .era to thair children's education out 
uf any given ebility to pay. 
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It i h«id to chouse bucween the a 1 Lu r n 1 1 v*. ^ ot put ting 
fedtfial resources inco t^x preferences for college saving and of 
funding the existing grant programs nore generously, I would 
certainly opt for the latter. ^otice also that new prograus co 
subsidize college saving could take the forn of direct federal 
matching expenditures rather than tax benefita Nonetheless, it 
s««;iis clear to ne that son^ of the tax preference bills before 

you are considerably raore attractive than others, and I will turn « 
now to chat couparison 

First, a prel itBit.ar> point It ia not clear to ne in every 
case who is the presumptive taxpayer in these bills If, say, a 
parent purchases U S savings bonda and devotes then to her 
child's education, does the legislation suppose that it is the 
parent or th« child who pays the tax? Oo incone ceilings jn tax 
benefits ;:oply to the parent's or the child's incone' I ^ssune 
that it is the intent of th« drafters that these policies have 
reference ro the parent's (or other contributors') income and 
tjAtis unless clearly stated otherwise, and X will proceed on th«it 
assump t i on 

The bills differ on several important dimensions 
1 IncOBf limitation 



Two bills (S1372 and S1617) limit tax benefits according lo 
family income Ihe others do not. 



PiograiNS that lebtrict taA benefits according to family 
income have a much better chance of being reasonably 
effective in eiicuurjging new saving and in targeting t^x 
benefits on families that hava difficulty saving Families 
of substantial weans can readily reallocate their portfolios 
to take advdi.tage of tax subsidies without chijnging .heir 
saving behavior or tha collage destinationa of their 
childrtiii ouM iota Including such families is wasteful ^nd 
unfair because use of tax preferred investment instruments 



ERIC 



187 



181 



I- .«ucl. mote iicijucnt -liiOiig the afMutnt, the -bicuci of 
income 1 i«i tal i o.,:. can be expected to add s uh s l an t i a 1 1 y to 
the co^it ot a \nopobbd prograa 

IL IS matter uf judgment where an incone cutoff should 
co«e ] p.ciri ii.c SIOO.OOO utu£f in S 1!>72 lo the 
S130.000 cutoff in S 1817 

DuKit-c of t AX urff,,rfi\ce 

The proposals differ substantially In the generosity of the 
trfx preferences they offer to savers Bill* Sli33 and 
S1572 would provide both a deduction for initial 
contributions i,nd t-x-free u«e of tha proceeds of these 
-ccounts for educ.lional purposes This tieat,»ent is quite 
substantially more generous, for example, than that provided 
to IRA'i befoie the recent tax reform Not only the 
income generated by these accounts never taxed, but undei 
these arrangement:, the principal is never taxed either In 
wotk with Charles Byce of the Brookings Institution, we 
estimated that the tax cost of this form of exemption is 
three or four times as great .s the co.t of deferring tax on 
contributions and income until the tine of withdrawal 2 

Several other of the bills (S1659. S1660. .nd S1661) provide 
tax advantages both at time of contribution and at time of 
distribution, but recover s:>ne of the funds by taxing either 
income from ihu accounts or the earnings of account 
beneficiaries The least expensive of the bills are the two 
that simply forgiva tax on interest earned by savings bonds 
(S1662 and S1817) 

How much preference this use of savings deserves is « matter 
of political and social Judg.anC. It is clear that the .ore 
generous programs, if they prove populer, would cost 
substentiel tax revenue; the loss would be siost severe fron 
progress thet combine generoue treetnent with the ebsence of 
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.ill lliLutliu lliitlL.iLl< ) Oil lIiL tuX 

Liu usus ul foiidh a^din&v the 
or <£Xp<iitding existing student a 
e&pecifllly urgent in this case. 



alternative of ti..i i ii L .. 1 n 1 ng 
Id programs becomes 



J Institutional n^f j ii i i e ment s 

The bills differ mdrkedly in the anount of regulation, 
reporting, and bureaucratic nanagement they require The 
simplest is S1817, which requires only certification of the 
educational use of bond proceeds. S1572, with its proposed 
new federal entity, the National Education Savings Trust, 
nay be the ao&t complex. Other bills require the creation 
and nandgeisert of new specialized accounts in banks 
Several would rflfcO require reporting of incoiie from ar'^ount 
d 1 s t k 1 but 1 unb over a ten year period - a substantial 
repo I ting bui dt5i) 



The principal reasons 1 can see for setting up separate 
accounts for educational saving are (1) to porwit an 
immediate tax advantage for contributing to such en ercount. 
rather then providing benefits only when such eccounts are 
distributed, end (2) to neke it possible to penelize the 
non<educationa] use ot funds that had been contributed to 
:>pecialized accounts The issue, then. Is whether plans 
that provide tax benefits for educetionel use at the time of 
distribution provide adequate incentive both to save and to 
put the savings to educe 1 1 one I use This is partly a 
question of how large a preference Congress wents to create 
AS 1 have noted above, the degree of tax preference provided 
by sunie ot these bills which provide both immediate end 
later tax benefits is quite lerge Simply excluding 
interest on savings devoted to educetionel purpos.es from 
taxable inLomu which can be done readily without creating 
Uiiw financial instruments or institutions does provide e 
significant tax benefit. 
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Hy uwn view is that uny pro^rau of tax preference cnocLud by 
Cong. ess should be kept nodesc in cost, simple in operation, 
understandable to the public, and limited to families of modest 



closest to meeting these criteria. Several of the other bills 
could be Improved by imposing income limitations on benefits to 
contributors, by reducing the degree of tax preference they 
offer, and/or by simplifying their reporting and regulatory 
reaul rements , 

1 would like to conclude with brief comments on two matters 
related to this coanittee'a concerna. Firat is a comment on 
state activity regerding cncouregement to college seving A 
number of atatea are in the midat of daaigr.lng plana to encourage 
either aaving for college or **pi epaymen t ** of college tuition. 
Huch energy haa gone into efforta to design theae plans so as to 
gain a ruling from the U S Internel Revenue Service thee income 
earned within these plans is not taxeble. Thia seems to me e 
perfectly ewful way for atatea to make policy^ It's especielly 
troubling thet, under current lew, e plan la more likely to gain 
favorable tax treetment the more severely it constrains students* 
educational choices (becauae that nakea ft look more like en 
"advance purchase" and less like en inveatment). It seems to me 
highly desirable for Congresa to determine what -- if any 
state (or private) plans for prepeyment of college tuition 
deserve favorable federel tax treatment, end to legislate 
acLoidingly X*m doubtful that eny plans deserve such 
assistance, \ ac the most obvious criteria to impose would include 
fiiCdl soundness of the plen. minimel interference with fsmily 
choice of educational inatitution, and limited penelties for 
withdrawal fiom clie plan 

Finally, I would li..a to underline the importance of helping 
familiea learn to pla.n for college inve^tmenta College 
educetion, eapacially at a aalective private inatitution, ij. 
expenaiva, but I believe thet pert of the current hign level of 
enxiety ebout peying for college reaulta from the feet thet we 
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hdven't helped families learn to view college as a long cerro 
investment Families often start thinking about college - both 
academic and financial prep ration very lace - and often don't 
understand fully how financial aid, cradlt arrangements, .^nd (if 
they start early) savin gs plans can help then manage At least 
as important as having the federal government provide financial 
incentives to encourage saving for college is the educational 
task of helping faitilies learn to think about these issues in a 
longiir time perspective This Is a task in which educators, 
community leaders, and (government officials at all levels Cdii 
sli.i 1 e 



Uarl Case and Michae' McPherson. "Does Student Aid 
Discourage Saving for ColTege?- Washington. D.C . The College 
Board, 1985. 

^Michael McPherson and Charlea Byca. "IRA'a for College 
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Association of Independent Colleges and Universities. Washington. 
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Judith Eaton 
Prci-Hent, Community College of Philadelphia 
Cho r, American Council on Education 



Mr. Chairman, I am pleased to have this opportunity to testify before the 
Senate Finance Committee, and to urge the restoration of one of the strongest 
planks of U.S. econonic competitiveness, the employee educational assistance 
provided by tax code section 127, by which training costs paid by employers to 
help employees improve job skills were not taxed as employee income. 

My name is Judith Eaton. I am President of the Community College of 
Philadelphia, Chair of the Board of the American Counci^ on Education, and past 
Chair of the Board of the American Association of Community and Junior and 
Community Colleges. I an testifying on behalf of the more than 200 
organizations that form the Coalition for Employee Educational Assistance, who 
share the conviction that employee educational assistance has been h»jilding the 
skill base the U.S. economy must have to regain its once-cherished lead in 
global productivity. 

Today, we urge the Comnittee to report favorably Senator Daniel P. Moynihan's 
bill, S. 39, which would restore permanently the Section 127 exclusion for 
enployer-paid tuition assistance. Section 127 expired on December 31, 1987. 

Section 127 has been part of the Internal Revenue Code since 1978 (PL 95-600). 
It was enacted to eliminate the confusion created by a prior Treasury 
regulation (162-5), which required employees to demonstrate that the 
educational assistance provided to them by employers was strictly job-related. 
Otherwise the benefits would be considered taxable income. 

This regulation, in effect, discriminated against lower-level employees, who 
had more narrowly defined job descriptions. Top personnel could justify almost 
any course — English, psychology, computers, etc. as related to their 
performance as managers. However, clerical and production workers were sharply 
limited in the type of courses they could take and still not have their tuition 
assistance taxed as income. The obvious irony was that the lower-level 
employees could less afford taxes on employer -paid tuition assistance than 
could management personnel. 
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Fortunately, Congress acted in 1976 to clin iute the iniquities of iC)riilition 
162-S. Over the past nine yeirs, more than seven ail lion workers have used 
Section 127 issistince to upgrHe their ski Us and to keep themselves 
coapetitive on technologicsl and Industrial developments. In addition, Section 
127 has created incentives for upvard aobility vithin the workforce. 

In preparation for Congressional testimony during the msssive tax refora 
efforts of the 99th Congress, the Americsn Society for Trsining and 
Development, conducted a 1965 survey on eaployee educsicional assistance — vho 
pays, vho benefits. The survey ssaple selected vas 1,000 public an<* private 
eaployers vith a range of 43 to more than 100,000 eaployees. Froa t e 319 
eaployers responded vho r*sponded, the survey revealed some very useful facts: 

**97Z of all respondents hsve edu.* clonal assistance plans; 

**91Z of the respondents cited tieir local comaunlty college as s provider of 

educational issistsnce courses; 
**96Z of respondents ssld educstlonal asslstsnce vas used for ii«provlng skills 

and performance on-the-job; 
**34.8Z of respondents said educatlonsl asslstsnce helps eaployees lerrn bzslc 

skills like reading and vriting; 
**and most si^lflcant, 72Z of eaployees taking education and training courses 

earn less than $30,000 a year. 
I alght point out that as the largest branch of higher education, community 
colleges provide a variety of lov cost, high-quality postaecondary education 
and training opportunities In close proxialty to the homes and/or jobs of at 
least 90 percent of the Nation's vorkforce. Community colleges slso excel in 
partnershipplng srrangeaents that deliver specialised training programs aeeting 
specific eaployer needs. 

At my own institution, the Community College of Philadelphia, ve hsve contracts 
vlth more than tvo dosen major eaployers, public and private, serving the job 
skills needs of some 5,000 employees. Hembers of the local Health Workers 
Union train under one such contract. This total does not Include the untold 
numbers of vorklng adults vho enroll In our courses vith indlvldusl assistance 
froa their employers. Nor does it cover our training for the U.S. Navy Yard, 
amounting to an annual full-time equivalent (FTI) of some 400 students. Nor 
dees it cover tha vork the Cnllege is doing vith the local Service Delivery 
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Area under the Job Training Partnership Act; nor the customized retraining ve 
perfora for key industries under Pennsylvania's economic developnent prograi. 
Coaprehensive as they nay sound, CCP's partnerships with enployers are only 
typical of what employers and coaaunity colleges across the K^tion are doing 
together to aeet the skill deaands of the global econoay. 



Hr. Chairaan, Section 127 is a critical tax incentive that promotes training 
and retraining in the workplace. Nuch of this training cou]d be lost if 
Congress fails to act to restore this provision. 

The expiration of Section 127 could also have a potentially devastating iapact 
on graduate work and the Nation's supply of scientists and engineers. In order 
to encourage scholarly achieveaent, colleges and univrrsities have tradition- 
ally offered outstanding graduate students a package of financial assistance. 
Such assistance generally includes both cash stipends fcr tiae spent in ceach- 
ing or research » and tuition waivers or redjctions. Federal lav uncil last 
year allowed graduate assistants to erclude the value of tuition reductions 
froa their incoM. The Tax Refora Act of 1986 » however, restricted the 
exclusion. The Act requires students to pay tax on all aaounts granted as 
coapensation for services, wnether paid in kind or in cash. Since aany 
institutions couple cash awards with tuition reductions, there is now wide- 
spread uncertainty whether such reductions are excludable when awarded to 
graduate assistants who perfora services. 

t 

Since the passage of the Tax Refora Act, many colleger and universities, 
particularly those which offer closely coupled stipend>weiver arrangements, 
have relied on Section 127 to aake tuition "eductions excludable. Section 127 
has also provided relief to those institutions which are required to character- 
ize tuition reductions as coapensatory for state or federel (non-tax) law pur- 
poses. If Section 127 is not restored, aany graduate students will be required 
to pay tax on their tuition reductions, thus increasing the cose a:iJ the diffi- 
culty of financing long courses of graduate study. 



The recent expiration of the EEA already is erecting a hardship for aany 
graduate students. For exeaple, out-of-^tate teaching assistants at the 
University of Michigan returned for the winter ten to find thet the nev 
withholding requireacnts took an average of $736 per tera (28X) froa four 




194 



188 



i«oiiths o£ salaiy. this lei^uscntcd a S>19A per i.,oiUh cu» from a picvious inle- 
huMT salary of $652 per Month; $468 per aonth wn left for • carried student 
with one dependent. 

Graduate esslstants are selected to teech and conduct reseerch bcceuse of their 
scholarly poteotlel. Hany In their nuaber vlU be future college feculty 
■eabers, and aany vlll becoM leeders of science, business and governnent. 
Regrettably, "tthout Section 127, the tax code would becoae e disincentive for 
greduete study. 

The laportance of Section 127 to the Nation's skill base and revenue base is 
graphicelly portreyed by individual careers. Consider Joseph Ortege, e 
Lakevood, 00, nurse. He sterted his career 28 years ago as an unskilled 
hospitel orderly. Vith stipends fro« the St. Anthony's hospltel systea in 
Der.ver, he earned his licensed prectical nurse (U'N) certlflcete. Thet step 
elone doubled his earnings. Later, es an eaployee of Dov Cheaicel, end vith 
Dov's help, he completed an associate degree et Front Renge Coaaunity College, 
which enabled hia to obtain registered nurse (RN) licensure. Reaarkably, that 
again doubled his eerning power. More recently, agein with eaployar 
assistance, he completed his bechelor's degree et Denver's Metropolitan State 
University, while continuing his full-tiae nursing career. The BS edded 
enother $2 an hour to his pay. Without the eaployer essistanca, ha eight still 
be en unskilled orderly, or e victia of uneap^oysent. The aodest federel 
revenue foregone to cover Nr. Ortege's eaployee educe tionel essistanca has been 
repaid aany tiaas over in edded taxes flowing froa his incraesed eernings. 

X 

Eaployee educetionel assistance hes been boosting hundreds of thousands of 
individual careers, and their eerning power, this wey every veer. Such cereer 
geins enhance both the incone tax base and Social Security revenue. It seeas 
highly probeble to us that any innediete sacrifice in federel revenue tied to 
eaployee educetionel assistance is repaid et least twenty-fold in leter cereer 
eernings. Reseerch has shown thet coapletion of a two-yeer or four^^yeer 
college degree extends the cereer life of the typicel Aaerican by four to five 
yeers, not io a^ntion selery ^ revenue increases that attend such skill 



The econoaic ectivity that parishes with the deaise of Section 127 also should 
not ba overlooked. The vnole training enterprise associetad vith it tbo job 
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and sales activity involved night £.one accotini for enough taxes to cover 
the revenue foregone* 

The Ubor Departaent study, workforce 2000 , shovs that the typical Anerican 
entering tha workforce now is likely to change careers five or aore tiaes, as 
our econoay wrestles with the challenges of a new century. The risks those 
changes pose for both the workforce and the econoay will be auch greater if 
they coae without the benefit of Section 127 benefits. The college population 
22 years and older earning credit today is nuch larger than the so-called 
traditional 18-21 year-old enrollnent. By 1984, the credit enrollnent of part- 
tine students was alaost as large as the full-tiae credit population. For vast 
nuabers of working mothers and single parents, who are increasingly essential 
to a globally coapetitive Aaerican skill base, career and skill gains will be 
possible only vhen enployee educational assistance is available. 

Education, training and retraining of Anericans already employed will becone 
even nore critical as the econoay enters the 1990s, because the country faces a 
period in which the ear-by-year workforce growth rate will *"*rely natch that 
of the Great Depression. Industry, the military and higher education will be 
competing for the markedly diminished supply of high school graduates. It will 
be imperative to our economic competitive strength that older workers gain 
skills that will keep them in the workforce. Employee Educational Assistance 
offers the only proven strategy for meeting this need. 

In conclusion, Kr. Chairman, we offer the Committee two thoughts from last 
week's celebration of the Labor Department's diamond Jubilee. Norton Bahr, 
President of the Communication Vorkers of America (CVA)» said tomorrow's "Job 
security rests on retraining, not on empty guarantees." And in the words of 
Harold A. Poling, Vice Chairman of the Board of Ford Ho tor Company, "The real 
competitive edge we must develop is the Aaerican workforce." We sincerely 
believe that this challenge cannot be met, will not be met, without permanent 
restormtion of Section 127. Thank you again for this opportunity to address 
the Commit tea. I would also like to request that the list of current members of 
the Comlition for Employee Educational Assistance be included in the hearing 
record • 
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Teatlaiony of 
Tha Honorable Rot*r B«tln 

Good Bornltit* 

Senator Bentaan, acabera of Cha SantfCa Flnanca CowlCtaa, my Mac 
la RoKer Bef^n* ^ Ceneral Traaaurar of the atate of Khode 

laland. I alncerely appreciate the opportunity to epeek thle ■omlnt 
before the CoMlttea on a aubject which I believe le very luportant to 
the future of thla nation affordable higher education. 

One of the noat Important functlona of tovermMnt la to provide 
educational opportunltlaa for our people. Education la the foundation 
of all that we do. Ulthoot e well-educated work force, our dreaaa for 
a better future for our children and trandchlldren and for Anerlca 
Itaelf are In peril. Indeed, the Intenae coapetltlon we are 
experiencing fron all quartera of the (lobe polnta out how vital It la 
for us to develop our noat laportant reaource — the Intelligence, 
iMglnation and creativity of our people. 

Ve In New England learned long ago that our future waa tied to 
our education ayatea, particularly Inatltutlona of higher education, 
teaa than a decade ago Hew England waa In the aidat of an econoalc 
d> ^tum froa which aoat experta predicted we would not eacrga. 
Today, however, the econoay of New England la stronger than ever. In 
fact we are In the enviable poaltion of having an incaployaent rate ao 
Ir-w that In aoae Induatriea there la a labor ahortage. The econoalc 
reaurgenca we experienced during the peat decade la directly 
attributable to the great concentration of Inatltutlona of higher 
education and the large nuaber of college educated workera. 

Fecent national trenda, however, contain aoae very oalnoua 
laplicatlona. College tuition Incraaaea have outatepped Inflation and 
are expected to continue to do ao. 

Tuition coata at public Inatltutlona between 1980 and 1984 roaa 
by 49% while faally Ircoaea roae by only 291. Coapoundlng that 
problea la a decline In federal aaalatanca provided to atudanta and 
their faalllaa along with a ahlft froa grant prograat to loan 
progrtaa. Further coapoundlng the problea la the fact that Aaericana 
aa a whole Juat do not aave Mich ot their Incovt. 
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t:e Mjy low b« approaching tlic point where the ptrccntnee of hif^tx 
school cr«<<u«tei able to go on to college will actually bcG^n to 
decline. And those thsc sre able to go on may find themselves hesvily 
in debt. The inplicstfons of such s trend sre truly alsrsiing. 
Indeed. I believe we siaply csnnot sUow that to hsppen. 

The states have been aggressive in taking up this chaltenge. A 
fifty stste survey conducted by the Educacioa Cotmnission of the States 
(ECS), showed that ss of Februsry 1988, six states hsd enacted tuition 
pre-paynent programs snd two states had enacted ssvings incentive 
prograaa. Propoaala of varioua typea were ^lao being considered by 
thirty-six other states. The level of discu>,sion differs 
significsntly fron state to state, but each plan utilizes o.ie of three 
bssic spproachesi s guaranteed tuition plan pioneered in Michigan, a 
college bonds procran firat enacted in Illinois and s state incoixe tax 
credit program for contributiona to education savirga accounts 
developed in f'issouri. Additional prograns are Ukely to be proposed 
given the important nature of thia topic. 

The federal governr«nt aa well ha a begun to recognize the 
problem. Some twenty*five college aavinga bills hsve been introduced 
into the Ci^ngress Including the National Education Savinga Trust 
(best) program propoaed by Rhode laland'a own Senator Claiborne 
Pell, a diatinguiahed member of the Senate and a nationally recognised 
leader in the area of higher education. 

There are a number of policy isauea relative to college ssvings 
programa which need to be conaidered when developing a apecific 
program. 

First, we must remove the disincentives for parenta to aave for 
their children 'a education. Presently, if you o; I hsd the foresight 
to put sside some money each year foi education, in noat inatancea, 
the intereat on thoae funda would be taxed at both the atate and 
federal level. Further, thoae aasets would be held sgsinst us when 
our children applied for financial aid. Theae policiea discourage 
aavinga and lead to reduced educational opporfunities slong with 
contributing to increased student debt. 

Second, It is ay belief nhat any program muat preaerve freedom of 
choice. Tht proapectlve student should bt able to attend any 
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public or independent collete whethet io'itate or out-of*atatc. 
FrotrMM which conatrvct barrlera to free choice will bulk an lu hi (her 
tducatioB en^ in the long run, will not aerva tha public intereat. 

Third, we need to racognise that any aolutiona ve propose auat 
take into account that eech feaily haa only ■ liadted aaount of 
reaourcea available for education. It ia important that theae 
reaourcea bn invaated wieely. Federal and atate progreaa ahould 
conplc«en£ one another, not toii^te with each another. Protraaa mat 
be flexibl. and adaptable to chanftint conditiona. 

One year ago, I requeatad that a special letialative atudy group 

.aviaw tha entire area of higher education ^oata and vaka 

recoaMndationa to .m on bow ve in Rhode laland could deal with thia 

f 

growing problea. Laat «onth the conaiaaion releaaed ita report. I 
have included a copy of that report along with my teatiaKmy to you 
today. 

two weeka ago X introduced theae propoaala aa part of ay 19S8 
legialative package. Quite afnply ve in Khode laland propcae to do 
four things t 

Firat, in order to encourage people to aave, ve plan to iaaue 
college bonda *- aaall deaonination tax excapt **xaro coupon** type 
general obligation bonda of the at ate. Theae bonda vill be 
offered to average inccM faailiee. Ve hope that by ^taking it 
attractive and eaay to aavci %fe can encourage parenta to plan 
ahead. The aucceaa of the Illinola program indicatea a great 
dcnand for thia type of college aavinga prograa. The firat 990 
aillion in college bonda offered by Illinoia thia peat January 
vaa overaubacribed by 300X1 

Second, %re propoae to diaregard the firat $25,000 in Khode Xalrod 
College Bonda fron the financial aaaet t«at when awarding atate 
acholarahip erants. Thia renovea a dialncentive for aaving and 
it further enhancea the attractive^.eaa of the college bonda. 
Third, ve propoae to double the funding of our atate acholarahip 
proeras- over the next four yeara. Cranta vould be increaaed fron 
$S.> aillion par year today to $'7 rillion per year by 1993. 
Thia action vill help addreaa tha problca of declining federal 
aaeietanee. 
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HniUy, ,r« propotine that fnttreit earned on fcp«eial 
tducatio. „w„g. .ccounta b« ex«pt fro, atatt taxation. Thla 
mid provldt a furthtr inctntivt to ..ve and «ould slve thoat par.nta 
could not bor Ihode Ial«nd ColUft bonda a ehanc. to got tho a«« 
atato tn benefit aa thoae «fho did purchaao the booda. 

I bolleire o«r progro. providea realiatic and aenaible option, for 
parenta. Hhile th.ae propoaala do not repreaent a co^Uto aolution 
to the proble. of affordable hi,her education, they are clearly a good 
bctlnnlos. 

But deapite all thla activity, the .tatea alone cannot ahoulder 
the entire burden. We need the aupport and cooperation of the federal 
govemiient. We „„d to work together aa partnera to addreaa thia 
proble.. Additional federal granta to atudent» are a priority. We 
alao need federal leaderahip to encourage aavinga for education coata 
by reaoving exiating diaincentivea. 

The co»it««nt ve make to higher education ahould not be looked 
on aa an expenae, but aa an inveatment in A«»erica*a future. An 
inveati«nt that will return greater dividenda in the yeara to co«. 
Aa we approach the 21at Century, let ua r.«nb.r that the future 
belonga to thoae who prepare for it. The Congre.a of tSe United 
Statea haa «. opportunity to help .illion. of young Americana prepare 
f-r the future by taking deciaive action at the federal Uyel to 
•upport higher education and to encourage parenta to plan end to aave 
for their children *a education. 

Ve cannot let thia opportunity pata ua by. The .takes .re too 
hilh for our children .nd for the future of the country. Americ. can 
rentem atrong and pro.peroua only ao long a. we iwintaln an inforeied 
and well educated citizenry. 

Mr. rhalrman, nenbera of the Committee, thank you for thia 
opportunity to speak thia morning. If there wny quettiona, I would be 
happy to anawer then. 
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John D. FiniMrty, PhD. 

A PRIVATE 80LDTI0M TO A POBUC PRDBLEK*^: 
A KB8V(M8Z FROM THE PRIVATE SECTOR TO THE COLLEGE SAVING CRISIS 

I would liks to thank th« Bcabars of tho Pinanco Coaaittoo 
for giving mm this opportunity to prow^t a rasponse froB tha 
privata sactor to tha collag'a saving crisis, spacifically, to 
discuss tha daunting task that faailias faca in trying to sava 
for thair childran's collaga aducation and to suggast aaa suras 
that can ba takan to assist fanilias in this important saving 
affort. 

Briofly, I aa tha Exacutiva vica Prasidant and Chiaf 
Financial Officar of tha Collaga Savings Bank, a Nav Jarsay* 
chartarad, PDIC-insurad savings bank locatad in Princeton, Nav 
Jarsay. Collaga Savings Bank was fomad for tha primary purposa 
of originating and markating tha CollageSura*^ CD, a cartif icata 
of daposit dasignad to assura futura funding of collaqa costs* 
Introduction 

Most parants faal obligated to contribute toward tha cost of 
thair childran's collaga education.^ But only about half tha 
faailias who plan to hava ona of thair childn^n attend college 
are currently saving for collage, and the median savings level is 
under $600 per year* Even among families earning $30,000 or more 
per year, only 70% are saving for their children's college 
year* Those who are not currently saving for their children's 
college education but plan to do so later expect to start saving 
when their child is 12 years old, which only leaves six years to 
save before the child matriculates*' Such savings programs are 
lik ly to leave families financially unprepared to pay for their 
childran's collage aducation* 
Pi— naiona of t^h^ Collaoa fiaviwa Crisis 

A« collage costs soar, more and more families are struggling 
with the task of planning how to finance the cost of their 
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children* a college education — a cost that threatens to escalate 
beyond their reach. The persistently high rates of college 
inflation present an ixposing challenge. Based on data compiled 
by the College Board, college costs at private institutions have 
increased since 198I at an average rate of 10.0% per annua, nore 
than double the rate of inflation in consumer prices.* Even at 
the 7.39% rate of college cost inflation for 1987, direct charges 
(tuition, sandatory fees, rooM and board) for four years at the 
average private institution, currently $1T,312, would cost a 
nenber of the class of 2004 acre than $125, 000. « 

Table 1 conpares the rates of increase in direct charges at 
public and private universities to increases in the cost of 
various consuner goods and services and to changes in the average 
family's ability to pay for college, as neasured by disposable 
personal incone per capita and also by personal saving per 
capita. During each period, private university direct charges 
increased nore rapidly than public unfversity direct charges and 
also nore rapidly than disposable personal income per capita. 
Also during aach period, both private university and public 
university direct charges increased substantially faster than 
personal saving per capita. And Table 1 indicates that the gap 
between college costs and ^aaily savings is widening at an 
alaming rate, within the past decade, public university and 
pri ate university direct charges sore than doubled, both 
increasing faster than disposable personal income per capita, but 
personal saving per capita increased only 16%. 

The widening gulf between college costs and college savings 
is the rc^sult of two factors: the very high rate of college 
inflation relative to price inflation generally and the declining 
personal saving rate. Table 3 reports that university direct 
charges have increased substantially faster than consumer prices 
generally but more or less in line with the rising cost of 
medical care services, whose sharp rates of increase have 
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Pftrcentags Changes in Undergraduate Direct Charges, Personal 
IncoM and Saving Per Capita, and Consuner Prices, 1957-1986 



Percentage Chanoe 



1957tol9a6 19ft7t:olQflfi 1977tql?8fe 
Tuition > Peee, Room and Board s 

Private Universities 691.3% 366.4% 135.8% 

Public Universities 431.0 264*5 101.4 

IncQ»e and Saving Per Capita; 
Disposable Personal Incone 

Per Capita 571.7 335.3 96*5 

Personal Saving Per Capita 263.6 112.4 16.2 



All Iteas 289.6 228.4 80.9 

Food 276.6 219.7 66.3 

Rent (Residential) 220.0 180.0 82.4 

Energy 311.0 2*^0.3 78.6 

Medical Care Services 615.4 368. C 116.2 

All Services 429.8 300.5 106.1 



(a) Based on year-to-year changes. 

Sources s Digest of Education Statistics . Center for Education 
Statistics, U.S. Departaent of Education, Washington, DC, various 
issues, and Econosic Report of the President . U.S. Govemsent 
Printing Office, Washington, DC, January 1987, pp. 274-275, 
307O10. 



attracted considerable public attention in recent years. This 
raflecta aany parents' worst fears: having one child in college 
— and a second one in the hospital. 

The pattern of college costs relative to consumer price 
inflation depicted in Table 1 reflects the longer tern historical 
trend in college inflation. A landmark study authored by ffilliaa 
6. Boven and presented to the Joint Economic Committee of 
Congress in 1969 reported that during the three "normal" 
peacetime periods between 1905 and 1966, direct costs per student 
xncreased at an average annual rate of 7.7% per annua, whereas an 
economy-wide cost index increased at an average annual rate of 
1.9% per annum.* College educational costs rose more than four 
timen as fast as costs did economywide. 
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Tabl* 2 indicates the deterioration in the personal saving 
rate that has ta)cen place since the early 1970s. The annual 
Iiersonal saving rate peakod at 9.4% in 1973 and has decreased 
more or less steadily since then to 3.9% in 1986 and a five*year 
average of only 5.5% for the period 1982 - 1986. Reliable direct 
data Concerning saving rates for college are not available. 
However, because saving for a child's college education ranks 
first or second for aost fanilies who expect to send a child to 
college, the personal saving trend illustrated in Table 2 is 
probably indicative also of the trend in saving for college.* 



Table 2 

NuiBber of Years' Saving to Fund one Year's Direct Charge 



Direct Charges as Number of Years' 

^ ui^ a.SSSi„ laSiiU. unSSSi- .-.^JiiLia 



1957-1961 6.7% 87.7% 45 7» 

1962-1966 6.6 93.3 45.2 7.1 

1967-1971 7.6 89.8 42. 0 



1972-1976 8.6 84.3 
1977-1981 7.0 78,6 
1982-1986 5.5 91,8 35.1 



3.4 

5.9 2.8 
"•■^ 4.9 2.2 

33-1 5.6 2.4 



8.1 3.2 



(a) 
(b) 
(c) 



"-^"^ « - P—ntage Of 

Average annual undergraduate tuition, fees yr^m .hh v^.^a 
- - PTcntag. of ai-po.M,l. p.rs^il't";„S°^i 

c?"'^'* «■ • percentage of dispo.able 
p«r»onal incoa. per capita divid.d by twic. th. averao. 
annual per.onai .aving rat.. Ctlculition assuS.: J"a»ily 
of foar with two childran both of who. will attend colligJ. 

fS^L , °^ ! ! *;^ ?1 gggC^ -l "" 8tatl»t l 1P» , C.nt.r for Education 
statiBticB, U.S. Oepartaent of Education, Washington DC v.rlou. 

Printing office, Washington, DC, January 1987, pp. 274-275' 
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A persp«ctlv« on th« ••rlousnsss of th« deterioration in the 
coll .a s«vin9 rate is provided in Table 2. If the average level 
of perconal saving for a typical faaily of fou*^ were d^icated 
'.:itirely to paving college costs for the tvo children, it would 
take years' savings, based on the five-year annual average 
for 19ta - 1986, to fund direct charges at the average private 
university — up by tvo-thirds froa the ooaparable period a 
decade tgo — and 3.2 years' savings to fund direct charges at 
the average public university — up by half froa the coi^rabie 
period a decade ago. But savings are also requireU for other 
purposes and college cow^s include costs in addition to direct 
cr.arges, so the situation is aore serious than the one depicted 
in Table 2. 

College costs are likely to continue outpacing consuser 
prices by a vide aargin in the future and college savings, if 
present trends continue, will prove inadequate. Middle incone 
faailies, who are to an increasing extent finding themselves with 
insufficient resources to pay the ever-increasing cost of college 
by thesselves but with an overabundance of resources to qualify 
for financial aid are likely to be most seriously affected. 
These faailies need effective college saving vehicles and 
appropriate saving incentives to help thea reach their college 
goals. 

yafeurea an Kf^eetive cq11>«> Saving Vehicle Should PosStSl 
The ideal college saving vehicle should possess, at a 
■iniatv, the following characteristics: 

Generate adequate after-tax returns to pay for college 

costs I 

Permit families to eliminate college cost inflation 
riski 

Afford families the flexibility to mp^ly the f«iP^s at 

any college of their choosin^l 

Kaintain adequate security for investors' funds; 

Provide for low entry cost in order to sake the program 

accessible to families from across a broad inooM speotnimi 
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L^postt no penalty If 'h« child does not attend college. 
Th* first two characteristics ara particularly Important 
fro» a financial atandpolrt. Any financial Infttnmant, Including 
a collage savings pit can be charactarlzad In terns of Its 
expected rate of return and Its riskiness. Granting favored tax 
status increases the expected rate of return but does not reduce 
risk. Because both features affect any Instrument's 
attractiveness relative to other alternatives, a program that 
grants tax Incentives but does not do anything to help alleviate 
the college cost Inflation risk that families face eay have 
little Impact on the Volume of college saving, that Ic, unless 
that program gives families the flexibility to purchase 
Investment vehicles that relieve them of that risk. Vehicles 
that eliminate college Inflation risk are nov available In the 
private sector. Also, several states have announced tuition 
prepayment plans that would enable families to eliminate college 
inflation risk, although only on a limited scale. 

Approximately a dosen private collecfes have introduced 
tnltlon futures programs, of the six states that have approved 
similar programs, only Wyoming has made its program operational.' 
Both types of programs have come under heavy criticisn. They 
tend to balkanise the country by tying plan participants to a 
particular college, in the case of college-sponsored plans, or to 
public institutions within a particular stata, in the case of 
state-sponsored progrt:ms. They also involve a high degree of tax 
uncertainty and impose severe financial penalties if the child 
does not attend the participating college or group of colleges.* 
The private. sector also offers a certificate of deposit-based 
program that eliminates college i.iflation risk, offers families 
the flexibility to use the funds at any college of their 
choosing, and does not impose a penalty if the child does not 
attend college. 



ERIC 206.., 



200 

Tvo BtatM, Illinois and North Carol ina« have introduced 
tax-«x«q>t i«ro coupon bond college savings programs. Such plans 
provids ths dssirsd tax sxuiption, but thsy do not sliainats 
coll«gs cost inflation risk.* Also, thsss plans thrsatsn to 
balkaniis ths country just lUcs stats-sponsorsd tuition 
prspayasnt pr«9grams. 

Tabls 3 illustrates ths iaportancs of sliainating college 
cost inflation risk. Over the pajt 30 years « direct charges at 
private a'»id public universities have increased sore rapidly than 
consuBsr prices by an average of 256 basis points per annua and 
112 basis points per annua, respectively. But during the 198 0S| 
as during the 1960s « ths college Cost inflation aargin is 
substantially grsatsr. For exaaple, during the 1980s, direct 
charges at privets and public universities have increased aor^ 
rapidly than consuasr prices by an average of 443 basis points 
and 229 basis pointj per annua, respectively. By historical 
coaparison, long-tera bonds have produced an average annual pre* 
tax real rate of return of 220 basis points in the case of 
corpoZwite bonds, and 160 basis points, in the case of Treasury 
bonds On an aftsr-tax basis, only coaaon stocks have produced 
sufficient rates of return — and ever* then only on average — to 
keep pace with rising college costs ^ As the events of October 19, 
1987 so clearly deaonstrate, coaaon stocks are inherently a very 
risky investaent. 

Granting a tax incentive to college savirg will help promote 
college saving but it represents only a partial solution to the 
probleaf college cost inflation risk vill reaain. In addition, 
the Roper study mentioned earlier found that fever than half the 
respondents would save more if the federal govemaent granted a 
tax break for educational savings, but three-quarters of the 
respordants said the) would shift existing savings to the tax- 
advantaged accounts 

Addressing the risk diaension of the problea is critically 
iaportant. The college-spcnsored and state-sponsored tuition 
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pr«payMnt plans m^ntUMit •arlisr h«v« tri«d to addrsss this 
probi«B, but thsy havo Pot gons nssrly fsr snough. As Tabls 3 
lllustrstss, ths volatility of oolisgs inflation incrsas^l 
substantially bsf inning in tha lata 1960s. Hhils ths psriod 
x977-19t6 is siMilar to tba psriod 1997-1966 in that oolisgs 
inflation is vary high rslativa to oonsuaar prica inflation 
ganarally, tha volatility «f oollaga inflation ie substantially 
graatar in tha past 10 yaars than in tha aarliar pariod. Ovar 
tha past 10 yaars, high collsga coat inflation aargina and high 
volatility of oollaga inflation hava oonvargad. Glancing back at 

Tabla 2, it ia not - aurpriaing, than, that tha lovaat savinga 

f 

ratas — and highaat valuaa for thm nuabar of yaara' aaving to 
fund ona yaar'a diract cbargas — ara obsarvad within tha paat 10 
yaara. 

Rola of tha Privata Sactor in Halpln<;i H aaQlv i,hm Colli^^ fljiviTig 

Tha privata aactor can play a aignificant rola in halping 
faailiaa aliainata collaga coat inflation riak. Currantly, thara 
ia a product on tha aarkat that anablaa faailiaa to aliainata 
collaga coat inflation ri>ik." Hovavar, that product ia fully 
taxabla. Achiaving tha aoat affactiva collaga aavinga incantiva 
will no doubt raquira tha cooparation of tha privata aactor and 
tha public aactor in ordar to anabla collaga, aavara to aliainata 
collaga coat inflation riaX ADd achiava tha aaxiaua poaaibla 
aftar-tax rataa of ratum coaaanaurata with tha alimination of 
thia riak.^ At laaat two approachaa ara poaaibla. 

Firat, a atata can uaa its currant tax-axaapt bonding 
authority to iaaua tuition prapayaant producta that ara tax* 
axaapt and that aliainata tha conauaar'a collaga coat inflation 
riak. such prograa propoaala hava baan announcad in California 
and Naaaachuaatta. Tha principal banafit auch prograaa hava froa 
a tax ravanua atandpoint ia thair ravanua nautrality. Thay 
poaaaaa tha critical faaturaa naadad to apur collaga aaving 
without any additic^nal coat to tha fadaral govarnaant. 
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An alternative approach that would also combine tax 
) incentive* and rieX elimination could be developed at the federal 

level. A federal plan could be more beneficial to savers than 
state plans because a truly national plan would ensure the 
greatest freedom of college choice. Som font of education 
savings account, as would be authorized under S.1533 or S.1659, 
would provide a meaningful tax incentive to college saving and 
would also afford sufficient investment flexibility. Structurirg 
the education savings account along the lines of an IRA would 
enable the program to utilise the IRA infrastructure the private 
sector already has in place. 

Five bills (S.1533, S.1572, S.1659, S.1660, and S.1661) have 
been introduced in the U.S. Senate to create tax-favored 
education savings accounts, and two bills (S.1662 and S.1817) 
have been introduced to extend the tax advantages of U.si savings 
bonds when the proceeds ire used to pay for college. All would 
establish some form of tax incentive to promote saving for 
college. I believe the Committee should recommend a tax subsidy 
to college saving. But I also believe that it is important to 
design the subsidy so that it promotes college saving rather than 
mere tax avoidance. To do the most good, a federal college 
saving program should afford investors the flexibility to invest 
in vehicles that %rill enable them to eliminate college cost 
inflation risk, not Just reduce their income tax liability. I am 
concerned that S.1662 and S.181T would merely shift college 
savings from traditional investments to the tax-advantaged 
vehicle (s) and redure federal tax revenues without generating 
much net additional savings. 

Generating additional college savings is what this country 
really needs. By authorizing a qualified education savings 
account along the lines of the IRA account and permitting college 
savers reasonable investment latitude, I believe that a 
significant increase in college savings will result. 




Tabla 3 

Intensity of college cost Inflation, 1957 - 1986 





Av8raga Annual 
Parc«ita98 incrMaa 

in Diraet Chmrom»tm\ 


Col lags cost 

Inflation Maroln/h) 


volatility of 

CollMA Inflation fel 


£trial 


Private 
Univ'tiet 


Public 
Univ'ti^a 


Privata 
Univ'tie. 


Public 
Univ'tiM 


Privata 
Univ'ti.. 


Public 
Univ'tiM 


1957-1961 


5.8% 


3.6% 


4.3% 


2.1% 


1.3% 


1.2% 


1962 -1966 


5.5 


4.3 


3.9 


2.7 


0.8 


1.4 


1967-1971 


6.6 


6.2 


2.0 


1.6 


2.3 


3.0 


1972-1976 


6.9 


5.6 


(0.2) 


(1.5) 


2.5 


3.0 


1977-1981 


9.6 


8.4 


(0.3) 


(1.5) 


2.8 


3.4 


1982-1986 


9.8 


7.3 


6.0 


3.5 


3.0 


2.1 



(a) Avarag. annual parcantaga incraaaa in tuition, faas, roo«, 
and board. 

(b) Avaraga annual parcantaga incraaaa in diract chargaa ninua 
avaraga annual parcantaga incraaaa in tha conauaar prica 
indax. 

(e) calculatad as tha atandard daviation of tha annual collaga 
coat inflation rataa within tha pariod Indicatad. 

fmaut DlgMt gf IWiicitlwi gtltilflri, cantar for Education 
statiatica, o.s. OapartMnt of Education, Waahington, DC, varioua 

i!?"!?' *?!?-?°°"^'° Mint I U.S. Govam»ant 

Printing offica, Haahington, DC, January 1987, pp. 311. 



JtJT^}Jt:^*K "* <»' P«ranta intarviawad 

ii!:?^^^ had tha priaary raaponaibility for financing thair 
S?ui?^ 5.~^i*?'»**?«***2"- Otganiaation, -A National 

23^-2 Savinga for Childran'a Highar Educa«:ion 

SS^!!?:? IJ»tit«t« J« lnd.p«»d.nt collagaa and 

Onivarsitiaa, Waahington, DC, Auguat 1984, f. 5. 

i«v-i*^!^V,J"^' *' ■» ovarall Mdian aavina 

*»« OCOOO or^ora! lijuatSg 
w2y^^!ir* ""J^* ^" conauaar prica indax^ 

■inea 1984 indicataa aadlan aaving lavala of Ss94 and Si m« «... 

m"f srrsirri'-, -rKiilini^;, ^2%;"^ ^^t;^ 

I-L fi aurvayad favorad sobs for* of fadaral tax 

incantiva tw proMta aaving for oollaga. fadaral tax 

*nia oollaga coat inflation figura ia baaad on tha annual 

't2^*.*" "^'^ •t>ivat.^ll4ra» aa t^a^ad 

by thazndapandant collaga scon* zndioe (tha ic 900") whidf ia 
f-*K!?* "»«»lly by tha Coll«ga Boart. ' Tha ii^ii i. d^Sl^d 

Sarvica, Nav York, July 31, 1987. During tha pariod iSil - 1987 
tba avaraga annual rata of changa in tha cS 4?;%^Si 
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<The enrol Inent-veighted average direct charges for 1987-88 
at the 500 private colleges that cosprise the IC 500 are $11,312. 

HfilliaB G* Boven, "Econoaic Pressures on the Hajor Private 
Universities, in The Eeonoaics and Financing of Higher Education 
in the United statas . subaitted to the Joint Economic Connittee, 
91st Congress, Washington, DC, 1969, pp. 399-439* Bowen's study 
goes on to explain why college cost inflation should persistently 
outpace consumer price inflation* 

•The Roper study cited in footnote 1 found that saving for a 
child's college education ranked as the second most important 
reason for saving, behind eaergencies, but ahead of retirement 
and other purposes* fin^filt^, p. 4* 

^"State Saving Incentive and Prepaid TuitioA Plans," 
Ninne^ta Higher Education Coordinating Board, St* Paul, MN, 
January 1988, provides a useful overview of these and other 
college saving programs. Duquesne University, irtiich introduced 
the first college-sponsored plan in 1985, recently announced the 
suspension of its program* Joseph Michalak, ^'Duquesne Suspends 
Tuition Prepayment Plan,** Hew Yoirie Times (March 6, 1988), p* 28. 
The legislatures of Florida, Indiana, Maine, Michigan, Tennessee, 
and Wyoming have authorised tuition futures programs. The 
governors of California and West Virginia have vetoed legislation 
that authorized prepayment plans in their states, in both cases 
because the governor regarded as too great the risks the state 
would have to bear. State Saving Incenttva and Prepaid T uition 
Plana , op.cit. , p* 1* 

"Michael S* McPherson and Mary S. Skinner, ''Paying for 
Colleges A Lifetime Proposition,** Brookings Review (Fall 1986), 
pp* 29-S«* 

•The principal features of these programs are described in 
the Minnesota study* sta^n Saving Incentive and Prw l d ly itlan 
Plans , op.cit. 

lO fltoeka. Bonda Bill*- an d Tnflation. 1987 Yearbook. 
Ibbotson Associates, Inc*, Chicago, 1987, p* 25* 

" Op. cit. . p* 5* 

""The ColleaeSure Account Information Booklet," College 
Savings Bank, Princeton, NJ, 1988* 

i^McPherson and Skinner also argue in favor ^^^^^ 
subsidy in order to provide societal support for keeping a large 
parental role in paying for college* OPt g l t. # P* 34* 
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A««ric«n A»»oci«tlon of Couiunlty and junior Colltqtt 
A-trlc.n A,,ocl.t on of St.tt Collegtt and Unl"JlI?u, 
Aa«rlcan Council on Education 
Association of Aaarlcan Unlvarsltlas 
Afitoclatlon of Catholic Collagas and Unlvarsltles 
/*««oclatlon Of Jasult Collages and Unlve«?tlas 
Asso latlon of Urban Unlvarsltlas 
„ ^, , Council of Zndapandant Collagas 

National Association for Equal Opportunity In iiiah«r 

INtlonal Attcclatlon of student rincnclcl Aid Adalnlttrctort 
•"b-ltt.d on behalf of ■•v«r«l higher 
Act 01 19S7, S. 39, the Eaploya* Educational Attlttanca Act and 

Kj'a'dSc'at'lSn""" — tln9 "hJ'co.t of 

«HHii.fi-if inf'«"*!I?^' apparant that bath parantt and ttudantt naad 
co?}«2 flnanclno hlohar aducatlSn. in raal ta?22: 

collaga costs hava Incraasad and fadaral grant support has Ir^ad 

«I""="latlon Act of 19S1 anSad ona of tha 
M bIniJj r^^i.f?!!'?!'^!' "PP"'' "hlch had baan providing 

II i:itTt rn"''c:ssja°s[*ssi;a"?sf" ''"pp^—'-^ 

10 >«fS!I?J"M!?I filn'"':!*i '""i P'"?""* has dacUnad by about 
«?#£If f2!.I*2f •"<> institutions hava attamtad to 

2f «inJ I«l2;«!:"',i2Hf:'"i'^ axpandmg thalr o5n pri^a.s 

Slnli ?9in stata grant aid has naarly Soublad 

sinca 19B0. Aid provldad by aducatlonal Institutions has aara th.n 

?2«i!!2r 'I"? " i"0«p-'0-'t rn;i?2Jtf"sT?",ik:? 

•fSi!"!!''* "outcas has Incraasad by 

bj 5"r SS JiJHnt? ' " •"•"<>•"" hava'lncraasad 

costs*".?!dIl^t;*2.l!;'i.!J*i"' ""T'P P*=* In collaga 

costs, studants hava had to raly Incraaslngly on loans as tha oriMrv 

raprasantad about ona fifth of studant financial aH; today loans 
dJoInSSn^'L"?" •••l»t«nca. Tha Ihlft'tiSStX 5?:2?ar 

drpandanca on loans as a aaans of financing hlghar aducatlon has 
lltllitl Sn?*:' including tha%:o2th iJ ."din? J^n 

1-!"^* th«t "tudants ara Incraaslngly .aklng 

tSiu'ad'ScaftSn'a'J'iaStJ!'*"'"' " P«' »« 

■ducatlon Mytngs Act 

d...iin!! '""l"? <»« colUga attamlanca, the 

dacllna In tha purchasing powar of arants, and tha Incra^^ad 
dapandanca on loans, tha naad for iScantiias to .JciC?«:';?aatar 
fJJjiLir'i'? ^" 'dvanca to >aat aducatlonal expensas Is ivldant. 
incraasad savings could ba t.n l.portant »ay .to aaka collaga costs 

for colUga expansas could also ba a aaans of raising tha nation's 
S«lS "a?! ""^ • I'val'slnJa Sa?ond 

Tuition savings plans such as S. 1817 — along with othar tax 

;j n « TiSl f '2 hlghar aducatlon. Tha usa 

Of 0,8, t.vlngs Bonds as payaant for tuition and faas without taxing 
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the holder on U,c c.cciuee jnlcic.t o fcrs a ^ i^^' '"'^ 

workoble incentive for families to pl.n ^heir ch Idrcn s 
education. It would also encourage families to f 
attendan"; for ^heir children at an early age, and the 
expectation of college attendance for young people who are making 
course selections ct the secondary level. 

U.S. Saving. Bonds are a faniliar aiethod of saving for «any 
Anericant ai well as one of the safest investments they could 
Ss^g lSJingJ Bonds as payment for tuition will encourage the sale of 
bonds at niniBal cost to the Treasury. 

The growing concern about the need to increase savings for 
college ii reflected in the attention beina devoted in the states to 
Mvin« or tuition guarantee plans. A half-dozen s^^^^f h»^e 
ISl SSJd Jhe lead of Michigan in passing tuition 9"»"ntee plans 
(although only one, in Wyoming, is oP«^»^*°"»^ * ' 

includina Illinois and North Carolina have passed savings plans, and 
iostoth2r states are examining the feasibility of such savings 
incentive^. The state plans viry widely in their provisions, but 
tSer^harl th; characteristic thit the greatest benefit, would accrue 
to students attending institutions within the state. 

we believe that the prospective proliferation of state plans, 
and tA^ir rewltinS reSenSe iSss, provide, another strong '"son for 
^taSuhmint of sanation. 1 college saving. Pj»n «uch ^ 1817, to 
create incentives to save for college which offer ^he broadest 
possible choice. The best savincs plan, in our judgment, that 
encourages stud.-nts to attend the institution that b^st meets their 
interests and abilities. 

This legislation will not require the establishment of a new 
ExecuuiS B?2nch bureaucracy to administer it. benefits. Nor v 11 it 
r qiire new financial instruments, complex rules, or penaltie. for 
> ithdrawal. 

in exptetting out support for S. 1817, we would ""J«flj"» 
stcona ttite-ent of its tpontott th»t the ptogta. it not intended to 
ptovidt .n Jltern.tiv. tox feder.l need-battd student financial .id. 
ThS ieJl Stint .nd oth.t ptogta- "f^cnt. work and loan, for 
needy students £ot« the basic cor. of support for °; 
2"dJnts, and the continued growth of t""* P"f""„ 'fM^i No 
...f th. national objective of equal educational opportunities, no 
:"ingS plin «n subititut. for these progra-s: we .r. concerned, 
"Ve^lntle. that th. Ad-inistr.tion's proposal for » 'i? "".""J^"* 
savings bond plan is acco-panied by «co»«endations to el »inate two 
■••ior need-based programs (Perkins Loans and State Student Incentive 
G?ants)"hich pro?idl over a quarter of a billion dollars to over 
hilf a -illion needy students. Such a tradeoff is unacceptable. 

Eaployee Educational Assistance 

The Employee Educational Assistance Act contained in Section 127 

:L!:;.:::-5:tU-::;:4:n-,r;iJ!«;4:::.; S r 
s;!S:E.j:-.:r;;..:;.''!?:ra;.r;:;';»:'.;n;^:%;-,!s:. 

assisted* . 

Sine. 197., section 127 has eJ^'SrSg'ed'eSplijrrS io'pi; -t Last 

b"si;'e!i"lin"n^:or(.^!:-U :S?ii^%Te- speciSJJ.ed education they 
need for job advancement. 

H.new.i of the Act i»p"t.nt t°^5°ii:9:;„::^s?^rr^"p;ia 

because of the ""J^"" J^it'SxeSpU fro. taxation th. 

tJiHrfUls'sTK :firs^n:^ru•tii s%ro?ide for graduate teachin, 
Slla r«e«ch "ssistan.s and other employees. 

i-si im relatively slight, but the return to 
The co.t of section 127 i» "^•"T'tJi nijS, f or employment, 

;:ti:j);ii;,-«i;ici; isrcS! rs^pict^niti-s fo.'' 

underemployed worker.. ^ 
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iilSif?: D . r«»ourc«« to cover this new tax 

liability by Increatlng th« aaount of th.lr .w.rdt. 

atturr?2i?'?Si''n-J?5„'!"°"*''*S» by -hlch w. ...k to 

?n:j??„iro„-:i"i„-:::?iii;?',s-ssf i-!-- --cirini 

Thaiafoi* w« uiga lattoiatlon of tha foini tax tr««t>.n^ «« 
acholatthlp. and fallowahlp,, at provldad In™ jJlS Md SrSJ?? 
Tha ravanua affact of thlt ptopotid changa would "2? K .ijnlflcint 

.inSi. Tfu"" ^??* inco"* In exeats of $4,950 for a 

««i^f!J ? ftha co-blnatlon of tha ttandatd deduction and partonal 

? jjKiJS'fi; :-:!n%?e' p-ej:Sn- ?t' JUssf-^^onhe'-joS^rn-JSi. 
?.~-j2S'iS-;::Xci5:tf:n""'" " • "•>oi."HJS'ol''Je{Kip 

Thlt ch«n9« In th« 1986 Act Mk«s It aor* difficult for tbl* 
students to Durtu« •dv«nc«d studies, ttsp«sl«lly In fl«lds th«t do not 
h«v« • high incoM pottntltl— ct th« sm tla* th« n«tlon«l lnt«r«st 
cltarly r»qulr«s th« tncourcgsMnt of our v«ry b«st t«l«nt to bccoai 
•choltrt, t««ch«rt, and r«s««rch«rt. 

Deduction for intyft on «duc»tlon»l Loam. Th« T«k Mfora Act 
1966 tlso pn^Md out deductions on •ii coniua«r lo«ni ov«r tha 
n«xt four y««rt. Th« l«alsl«tlv« history of th« Act conflraa th«t 
Congrats w«t conc«rn«d with r«Aovlng th« deduction on consuB«r 
lnt«r«tt, whll« pr«t«rvlng th« deductibility of lnv«stMnt lnt«r«st. 
How«v«r, this ch«na« f«ll«d to tak« Into account th« strlous lBp«ct 
of removing th« deductibility of lnt«r«6t on stud«nt loens, which 
coaprlt* ov«r h«lf of •!! f«d«r«l student •sslst«nc«. 

Klgh«r tduc^tlon i%, without qu«ttloa, on« of th« aost 
significant Invsstasnts which our nstlon snd our cltlssns csn asks. 
It Is particularly laportsnt. In this psrlod of rising costs, to 
•ffsctlvsly sld psrsnts snd studsnts In asstlng th« sxpsnss of hlghsr 
•ducstlon. Ths opportunity to utlllss hoM squlty losns doss not 
provlds • sultsbls altsmatlvs for financing • collsgs education whsn 
■uch of ths population slthsr doss not own • host or hss Insufficient 
•qulty to spply to education. 

Ws support snsctnsnt of 8. 628, to rsstors ths deduction of 
Intsrsst on studsnt losns. This will not laposs sn unrsssonabls cost 
on ths govsrnasnt! ws sstlaats thst It Is not llksly to sxcssd 
$150 allllon snnusllv, which Is alnlasl whsn coaparsd to ths bsnsflt 
•nd rsllsf which will bs furnlshsd to alddls Incoas studsnts snd 
faalllss. 

Hs ssk ths coaalttss to taks action on thsss laportsnt tax 
provisions, which would hava a draaatlc banaflclal lapact on studant 
and faally financing of tha cost of hlghar education. 
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Stattatat 



of tha 



imviean AttocUtlon of Batlnotrlng foclttlot 



Tht imzicrn Aiooc'^tloo of ■atlMorlai Soclttltt (AAM) It pltatod to prttont 
Itt vim M f . Sv. lotlaUtloB iatrodacod bf fOMtor Dtaltl HotoDimi to 
rottori poxMnoatly Um toctloo 127 tax cod« •xclatlon for taplojrtr-paid 
•dttCAtioaAl tMlttaaeo. foctloa 127 npirod tt tho md of 19t7. 



Mlt .lt A Mltlditelpliatry orgMisatloB of proftttlootl tafinttrlat tocittltt 
dtdietttd to tdvaaclag tht kaoidotfgt. ondt^ttudlag, an* practlct of 
tafiattriot la tht pohlic lattrttt. lu ■Mbtr tocittltt, lAich rtprtttat ortr 
half a alllloa o^lsttrt la laiaatry, lotoraatat, tad tdacatloa. lacludti 

o Aatrleaa Soeltty of civil B^lattrt 

o Mtrlcaa laaUtutt of Mlalat. Nttallargical aad 

PttroltiM latlattrt 

o Mrlcaa loclttj of HtChaaieal Aitlattrt 

o Zattlttttt of tXtctrleal and ntetroalct ftislM«» 

o Aatrlcaa tocltty for ■Bglattrlag Idttcatloa 

o Aatrleaa Xattltatt of ChMiieal ftisla««rt 



o Katlooal laatltato of Ctrnae ttitlattrt 

o Xaatlttttt of XadattrUl latlattrt 

o toclttj of tfoMa Btgiattrt 

o toclttj of rirt FrottcUoa ftiglnatrt 

o Mtrleaa Xattituto of n«at bflattrt 

e AMrieaa Itacltar Soelttj 

o AMrlcaa Miaa tclcaet and fatlattrlai Socltty 



AABS tupportt poraaaMit tstaatlon of Stetloa 127 of tho Xattraal ttmat Codt. 
uhlch allowt tiVloTtrt to rtldbortt Mployttt for etrtala tdocatloatl txptattt 
without crtatlat aa addtd tax hurdtn for tht taploTtt. 

Oat of tht loalt of AAXt it to taturt tht toehaleal eoaptttact of tnglattrt 
throufhottt thtlr vorklaf Uft. Vlth rtpld ehaagtt la ttehaologj. contlaaias 
tdocatloa It ttpoelallj critical for taglnttrt to kttp up to data la thtlr 
fltld or to ivitch artat of tagiattrlat tptcialixatioa. Vt with to ttrttt that 
coatlaulag tdocatloa hat two fuactloati 1) to taablt tagiattrt to kttp pact 
with rapldlj ttehnology la thtlr fltld t aad 2) to provldt for 

rttralalag to taturt taplojabllltj la dtvtloplaf fltldt and avoid uataplojatat 
la dtcllaias fltldt. 

ftctloa 127 of tht lattmal ttvtaut Codt. tchtdultd to oxpirt oa DtctiriMr 31, 
l»i7. allowt t^loyttt to rtctlvt trtlalag and tducatloo courttt for upfrading 
tklllt aad Ivtraing atv Joh rttpoAtibilititt at part of aa t^loytr't tuition 
tttlttanct prograa. Whta «pl07ttt trt rtiaborttd for tht tralniag aad 
tducatloo (tjplcally la-houtt. or at t cc-wnity collt|t or uaivtrtity). tht 
taployttt art aot taxtd oa that rtiabarttMUt at iacoM. 

Xa tht abttact of itctioa 127. taploytrt and taployttt autt utt tht Stction 162 
•Job rtlattd* tttt. That tttt hat ttriout aabi|aititt lAlch will crtatt 
uactrtalaty and havt a chilliat tfftct oa mt^ofr tupport for ceatiaaiag 
tdocatloa. 
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CoBtlBttlac •dttMtlim thould te rlmni n ImatMat. not • friaft bmtfit. 
Xt tbooM te caatid«r«tf « biialMat tspMM, rtqalr«4 for • coapuy to roMln 
coapoUtivo M« to laerMM pnOmctiritf* With tht approprlato six of 
tdmtiOMl protruM. «• cm tiirwi o«r <Mlitir of lift nhilo l^orlat tho 
Mtioft't iaiottrUl cmvoUUvmom aatf btlaact of tndot «t cu Ijiprov* 
preteoUTity Mlo iaproviai tho ^tt^ity of oar protects • 

Oivw tho coMtwUy ekutiag wployMt plctmro la thm coimtry, It it 
laportAst for tte Podtrol govoraMt to adopt policiot tlut oacovrogc Mployttt 
to obtain rMtainiag aad advaaca knmrladia and akUlt throofb a^IOTor-proridtd 
odacaUoaal attittaact. At a tia» «haa wa hava a criUeal aaad to daralop tha 
4oaUty of tha work forca aad iaprova aatioaal prodaeUvlty, «• thoold not 
dalibarataly raatrala ba afficioat tacfeaitaa for i^roriaf hMa capital. 

Tha praaaat rapid rata of tcioatific and tachaical iaaovatioaa bat glTti aw 
•aphatit to tha aaod for ongiaaart and tacbaiciaaa to oiduMt aad raaav ^ it 
ttchaical coapatanca oa a coatianal batit* Tha iadiTidoal angiattr hat 
partcaal ratpoatihility to plaa aad davalop a program for lifa-Iong Itai ng 
that vill ataara hit or bar coatianad tacfanlcal ranaaal* lach yaari tha 
ttchnical eeapatanca of tha angiaaar aaat ba tspaadad to that ha or tha it 
praparad to mdartaka. aazt ^r, tatka for ahich tha backgrouad «at aot 
availabla latt jraar* 

tlaiUrly. tha taplojar hat a ratpontibility to aacoaraga aad attitt tha 
aaginaar in iaproring ttchnical coapataaca* Challanging Job attigiaaatt aatt 
ba proTidadi tim aad oppc -tnaitiat for f ottel coortat autt ba aada a part of 
tha vorkiag aarironMnti racognitioa aaat ba prorldad to thota angina art who do 
aahaaca thair ttcbaical coapataact and* thuai iacraata thair ability to 
coatribttta to tha parfonaact aad profiubility of tht aaploytr. 

Oalttt appropriatt tttpt art takan continually to tacouragt ttchnical 
coapattnct, artry angiattr facat tha thrtat of ttchnical obtolttctnca. 
Lifa-Iong Itaming — in tht broad ttnta — aott ba purtuad if ttchnical 
obtolttctnct and itt undatirabla contaquancat art to ba avoidad. 

To illuttratt tht iaportaact of gactioa 127 • «a of far two tuapltt of how it 
afftctt vorktrt of difftraat agtt. Xa lt7t, a ytar-old ttrotptct aagiattr 
found hiattif aot workiag oa a tpact prograa bacautt hit aaploytr rt-attigaad 
hia to a tyathttic futit projact. Iraa though hit undtrgradutta tducation, 
aadt pottibit by tht GZ bill, ||lowad hia to htip put a nan on tht aoon, ht 
rtquirad rtt raining to apply hit tnginttriag knowltdgt to a prograa trying to 
aaturt tha nation't tatrgy iadtpandtaca. Claarly auch coatiauing tducation 
thould not ba coatidtrtd a friagt baatf it Zt it a aaaat for that partoa to 
grov proftttionally and aaintain tha coapattnct ntctttary to atay taployad. 
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In 1985. • 2f xttr-old ^ld«r i« feeing unt«plQ3f«it b«c«uM th« ttttl Induttry 
for ifhieh ht hit b««n vorkint c»imPt co^wtt with tht Jtpanttt ttttl Induttry. 
Tbt ntldtr coold bt rttralntd for t^oy^t at a vtldlag iatpwtor la anothtr 
Induttry or pottlbly tnttr a prograa la coapottr-aldtd ■anufactttrlag to htlp 
rtrlTt tht ee^wtltlvtattt of tht U.i. tttol Indwtry. fach rttralalaf ihonld 
aot bo trtatod tt a frlngt boatflt. tanblt to tho iioldtr. Without loctloo 
127. It It uacltar uhtthtr It iroold quality at -Job rtlatod- v«.dtr loctloo 162. 

Tbttt tuapltt dtaoattratt that fallurt to prwrldt contlnulai oducatloo and 
rttralalnt could rttult la uataployatnt. and htnco a lowor tax bttt. Mort 
l^wruntly. alddlt lacoM vorktrt vho would bontflt tht aott frc« tpploytr 
tducatlonal attlttanct to tnhanct tholr Job tUllt would bt hurt tho mo9t and 
uataploytd flrtt. 

Congrttt hat long dtbatod tht ntod and atthodt for lFtpro»lag tklllt of tht work 
forct to aalauln mplojtmat and cot^ott la Inttraatlooal mrkttt. Cong^ttt 
hat aioo txprttttd coactra about cc—orcUl utlUaatlon of ttchnology. Uhlttt 
tnglnttrt and othtrt la tht wrk forct ha»o tht ability to mm tttUy froa ont 
ttchalctl projoct to anothtr. mth ttchnology with com-rcUl pottntlal will 
contlaua to colloct duot on thtlvtt. For oow. tfflcltnt ttchaologltt to bt 
b^ltatntod tucctttfully. thoutandt of tnglattrt aad ttchnlclant will ntod to 
Uam ntw tkUlt through continuing oducatlon. faonptlag tuition rtlaburtt.ont 
ttcm uxablt lncc«o would grtttly facllltatt thlt procttt. It thould bt notod 
thmt In Itt fln.1 rtport, oi«i^i Ci««>.ti»1mi. Tho Mtir IialitT> tht Frttldtnft 
CoMlttlon on Induttrlal Coinwtltlvtnttt rtcognlstd tht l»port»nct of Itctlon 
127 and urgod Congrttt to txttnd tht provltlon. 

to ccmclutlon, wo boUtrt that taploytr txponttt for tpploytt oducatlon art 
Itgltlaatt butlnttt txponttt that thould not bt tucablt IncoM to tht t^iloytt 
tnd that Congrttt thould apprwrt tht ptraantnt txttn.ion of Stctlon 127. 
continuing tducatlon lo a cott-tfftctlTt ln>.tt«Mit. not a frlngt btntflt. 
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AMERICAN 
ASSOoATION 



April 12, 1M6 



)»• ionorablt Uoyd Mnfn 
Chairaan 

on Plnano* 
Otar Nr. Chairaani 

Nr. Chainan, tbl« •xclnaion i* a «rMTirr7 ' 

-irr?^*^ Mrvlco •iwiroMiant. CbangM in productr 
r-[«»Tl-^ "*flh«r tdueation raqttir«i«nttt will hi 
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Apparently this tt«nd !• not uniqu« to th« banking 
industry. An articXs antitlad "Toaoccov's Jobst PXsntifuXv 
But...' by Louis S. Rictesn in ths April 11, 1988 issus of 
POKTUNB aagssins notsd th«t» "all is not joy in ths now job 
iiiarksi." 

"0ns problsat a growing airaatch bstvssn ths sAsrging 
job«» which will call for incrsasingly highsr XsvsXs of 
skill, and ths poopls availabls to fill thsa." 

Bacauss ths pool of skiXlsd labor will not bs largs 
enough to aoot ths d««andt ths bur dsn of oducating saploysss 
to ths ntosssary lsv«la will incrsasingly fall on ths 
corporations who nosd ths aors skilled labor. Much of that 
training aay not fit undsr ths standards that will allow an 
ssploysr to pcovlds sduoation to an Mpl ,fss without ths 
valus of that assistancs boing subjsct t. tax. 

Xf ths valus of ths sducation or training is tasabls to 
ths taploysst sany mploysss say bs unwilling to participats 
in ths nsw training. Alrssdy this ysar* banking schools ars 
rsporting a dsclining snrollssnt of studsnts. Ths dirsctors 
of thsss schools attributs ths dsclins to ths sxpiration of 
the sducatior. assistancs incoss sxclusion. 

Ths Misrican lanksrs Association ucgss you and your 
collsaguss on ths Ssnats Financs CosRittse to naks p^^sags 
of Isgislation to psnaan^rttly rslnstats ths IRC Ssction X27 
sxclusion for s«ploysr*paid tuition assistancs ons of your 
top priorities for 1988. 

Nr. Chairman, ths CMaaittss*s hssring on March 15 also 
included considsration of a nuabsr of proposals to provids 
for sducation savings bonds or education savings accounts. 
In light of ths cosing nssd for a better educated work 
force, we coamend your consideration of theee propoeale and 
recosaend that the CoMittse give greater coneideration to 
education saving e account proposals which allow each 
individ**al or faaily the flexibility to eave through the 
investsent inetruaent which beet suite their needs. 

«1)ank you for your consideration of our views. 

Reepectfully, 




Linda S. Rearick 
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Nmt «rt(. NV 10023^7 
212 944.1000 



April t, X9tt 



thm HonombU Uoyd BmtMn 
^imn, OoMlttM on Piiuum 
united ttatM 8«Mt« 
703 tmitA Kart Offios Bldg. 
. WMhington, D.C. 20510 



DMT Senator BantMn, 

%m witing to oxproM ATW« support for Sonata 

bill 39, %mioh would rainstata Motion 127 tha Intanwl 
Sl^?l.%-^'*^^Sf' ^ "i~t«ta will hava a proSSSST 
SSiiTL^S^i"* 5^w"-» anvironnant Snd on tha 

aduoation profila of tha population in ganaral. 

•n««o.^«^^2w^*?S?^"2 taohnologioal anvironaant, ATW haa 
SmTtSSoSS ifSiSi^'f "^.^^^ My to updata thair 
Id«iiJ«S^22Li^*?™f J prograaa and axtamal 

aduoation aouroaa (collagaa and univaraitiaa, tachniciX 
traJ^ing pjograM, adult aduoation program) wa and othar 

SSSSiTJSIl! "^IJU.P^'*^ ■ophiatlcatad tiition aaaiatanca 
Progwwa whioh aubaidiia tha aduoation andaavora of our 

SSiS^i^J^'.Sl SSSK^^*^^,^" *^ »arkatplaoa, tha 

f^I^f!5 ^" wippcrt of aduoation at all lavala and for paopla 
liJ^ oooupation. Tha ability to adueata or ra^cita 
^^SH^^ through participation in our country'a aduoation 

'ii^^*^^^*** ^ «»a flSibiliS^f 

axilla and knowladga nacaaaary to Maintain a ooivatitiva 



Tax axaapt aduoation aaaiatanoa haa anablad 
corporata Aaarioa to partnar with tha country 'a aduoation 
S2frii2??il! ^5 ^^•^f^ innovativa prograaa that addraaa a 
croaa aaction of laarning naada froa on-aita dagraa prograas 
to claaarooa inatruction raoaivad by raaota aaSllita 
tranaaiaaion. I^>loyaaa takina advantaga of tha opportunity 
to laam ranga froa tha phyaiclat to tha aail dark. 
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Xf no action la takon to ranaw saction 127, or put 
in plaoa an altamativa which aliainataa or ainiaiiaa tha tax 
eonaaquanoaa of aducation, tha adult laamar population will 
ba aavaraly affactad. For inatanca, a aarriad aiployaa 
claiming four dapandanta in a saai-alcillad poaition with an 
annual aalary of $25,000, would ba aavaraly iapactad by tha 
taxation of tuition aaaiatanoa. Aaauaing thia aaployaa ia 
paid bi-waakly, tha aaployaa'a qromm waga ia $962 and aftar* 
tax diapoaal inocaa ia $7«4. If $1,500 of tuition 
raiaburaaaant waa iaputad ineoaa to thia aaployaa, tha 
•aployaa'a inooaa tax withholding will incraaaa by $420, 
raaulting in a aftar tax i nc oaa for tha pay pariod of only 



Tha axiatanoa of Saotion 127 and Congraaa* 
•xtanaion of it In tha paat haa aupportad tha notion that our 
govanuMnt haa aada aducation a top priority. Tha 
rainatitution of an aducation aaaiatanca tax axaration will 
parait tha Unitad Stataa to taka a praaiar coapatltiva 
poaition in tha global aarkatplaca. 

Wa ara aanding eopiaa of thia lattar to tha Pinanca 
Coaaittaa with a raquaat that It ba includad in tha racord of 
tha haaring hald on March 15, 19tt on tax incantivaa for 
aducation* 



8inc«f&>9ly youra. 




R.W. Burlingaaa 
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DtnW 



lltlMtiSNitMW 
SMltottOO 

VlMMigloii, OC 20005 
(2O2)Me>2400 



March 23 « 1^88 



Th« Honor abl* Lloyd Bentaen 
Chairman 

Plnanc« Comnlttee 

703 8«nat« Mart Office Building 

Naahicgton, D.C. 20510 

Dear Nr. Chaiman: 

The Anerican Dental Association appreciatea thia opportunity 
to atate ita poaition regarding taxf incentivea for education 
and aaka that thia letter be included in the record of the 
recent hearinga held by the Cconittee on Finance on the 
isaue of educational caaiatance. 

Tax policy that aupporta educational endeavora ia easential 
to continuation of a coherent federal education pclicy. He 
believe the 1986 Ta» Refoin Act, in ita treatment of the 
intereat on education loans aa being no different from the 
intereat on consumer loana, ia inconsistent with federal 
5fll^*J}??,??^^*^ should be corrected by restoring full 
deductibility of educstionsl losn interest. 

! criticsl mstter to dentsl students snd recently 

educstion and estsblishing s dentsl prsctice. 

15! lU!^*'* • d«ntsl educstion i« nesrly 

f50«000. This is exclusive of normal living expenses, which 
msy essily sdd smother $40,000 to the four-yesr totsl 
a^S^SSa ^^'•*>t«dnM« of dentsl students in 1987 wss 
839,200. It is not uncommon for dentsl students to grsduate 
with debts in excess of $60,000. 

The cost of beoinning s dentsl prsctice in the roost 
conservstii^e circumstsnce — s singxe-opftrstory office — 
sversges $75,00C, Isrgely due to the h:gh cost of 
instruments snd equipment. The Associstion recognises that 
these subctsntisl expenses represent sn investment in s 
ii !k w ^fS£"l4?- But they slso represent s contribution 

P""}c- .Moreover, federsl finsncisl 
ISSS^l^ ^''J ^^'^"f educstion is essentisl to assuring 
!JVf!5 ^"P***^'^'?"^'^" do««tving students. Tax 

policy which has the effect of lessening thst support is 
idScStiSS?* "^^^ principle of equsl opportunity :n 

The Associstion urges you to support restorstion of full tax 
deductibility of educstionsl losn interest. 

Sincerely, 

Nillism E. Allen, D.D 6. 
Director 

Washington office 
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STATCMBNT OP 



THE AMERICAN ASSOCIATION OP DENTAL SCHOOLS 



Aft Anttrican Association of Dental Schools represents oil of the 
dental schools in the Onited Statesr as well as advanced 
educationr hospital r and allied dental health institutions* AADS 
is the only national organization exclusively concerned with the 
needs of dental education* 

Our Association urges restoration of the tax deduction for 
interest on educational loans* We support the passage of s* 62B, 
which would restore this important deduction* 



Itie phase-out of consumer loan interest deductions under the Tax 
Reform Act of 1986 included educational loans in the sane 
category as consumer loans* Ttie policy rationale for eliminating 
the consumer loan interest deductiotd was to discourage over- 
reliance on credit and to encourage savings » but we believe this 
rationale is not applicable to educational loans* Borrowing is 
often the only meanc to finance an education, particularly in 
expensive graduate health programs such as dentistry* Borrowing 
for educational purposes is also a good investment in the future^ 
rather than a needless debt for a non-essential consumer product* 
The remaining interest- deduction — for home equity loans used 
for educational purposes — is not an adequate substitute # since 
most of the student population does not own a home and cannot 
benefit from this deduction* 

Hie Debt Burden Problem 

nie growing debt burden for dental students may discourage entry 
into the profession , and has deterred graduates from taking 
lover-paying public service^ teaching^ or research jobs* it may 
also discourage students from pursuing advanced education 
programs such as General Dentistry residencies — programs that 
are aimed at training dentists to treat medically underserved 
patient populations and geographic areas* Itie 1987 AADS survey 
of dental school seniors shows an average debt of $39,200 for 
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graduates of all dental schools; 29,5 percent graduatsd with a 
debt greater than $55,000. Dental students have also ^accumulated 
an average clebt of $4430 for their undergraduate studies. 
Restoration of the interest deduction for educational loans wuld 
be a step in the right direction toward alleviating this burden. 
rh9 estimated revenue loss of $150 raillion annually is small 
compared to the benefits of investing in health professionals for 
the nation's growing health care needs. We believe that it is 
sound tax policy to allow tax deductions for educational costs 
necessary to assure a highly competent cadre of health care 
professionals. 

Equity of Reafcorino t he Intereat Pgduction 

•rtie document prepared by the staff of the Joint Tax Committee for 
the March 15 hearing cited a main objection that restoration of 
this deduction would be a greater benefit to higher income 
individuals, and would be financially insignificant, tto disagree 
with this assessment for the reasons outlined below, in response 
to the questions raised about restoration of the deduction. 

(a) Would s. 628 encourage unneeded borrowing for education or 
other purposes? this would be unlikely, since a tax-exempt grant 
'-o cover tuition is inherently preferable to taking out a loan. 
Also, needs analysis tests, and income limits for low interest 
loan programs , eliminate the possibli ty of high income 
i. 'ividuals using low interest educational loans for non- 
educational purposes. 

(b) Is this deduction a greater aid to higher income individuals 
in the higher tax brackets? Ttiis should not be a raajor problem; 
since the Tax Reform Act of 1986 eliminated a number of higher 
tax brackets and provided for only two individual brackets of 15 
and 28 percent. Moreover, the deduction is mnst valuable for the 
practitioner when his or her earnings are low and interest 
peynents are high^ this is the situation faced by most young 
dentists in the first 3 years after graduation. 



86-881 0- 88 -8 



224 



218 



(c) Ifill there be only elight monetary relief for the studant 
from such a deduction? Based on the debt burden we have 
discussed above, we believe the answer is no. First, while this 
deduction is not the only solution to the debt problem, the 
inability to be a cure-all would not eliminate its usefulness. 
Second, the relief is important in light of heavily indebted 
dental school graduates. Let me illustrate one simplified 
example! a dental s*"Jdent graduating with an average 1987 debt 
of $39,000, witb a RPSL loan at 9 percent interest repayable over 
10 years. Itie average monthly payment required to amortize this 
loan would be about $500. IhiB works out to a total repayment 
figure of 160,000, meaning that about $21,000 accounts for 
interest over the life of the loan. However, t.ie first year 
Interest is a higher proportion of the principal due: 13510 out 
of the $6000 first year payment accounts for interest. 
Therefore, a tax c^eOuction for this amount in the first year 
equals a tax savings of $526 if taxed at the 15 percent bracket, 
and 1912 if taxed at the 28 percent bracket (the later figure is 
an approximation, since overall income is taxed at 15 percent up 
to 128,000 of income, and then at 28 percent of the excess 
inpome) . Ke believe th is would be an impor tant aid to 
graduating health professions students just beginning their 
careers. 

(d) Hill only high income individuals who itemize their 
deductions be able to utilize this deduction? Technically, a 
deduction for interest would not be used if individuals take the 
standard deduction under 26 O.S.C. section 63 (b) (2): 15000 for 
a joint return, $4000 for a head of a household, and $3000 for 
single filers. It is not clear that only high income individuals 
will elect to itemize deductions. Any individual whose total 
deductions exceed the standard figure should elect to itemize. 
Educational inl irtst &lone may equal these standard figures, if 
educational loan interest were fully deductible as proposed in 8. 
628. In considering whether an individual would elect to 
itemize, it is likely that many middle income individuals will 
have sufficient additional deductions to push them over the 
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Standard deduction level. Only the lowest income individuals 
would be unlikely to itemize, but these individuals in detital 
schools and other health professions schools would also be less 
likely to b&ve heavy educational debtsy they are likely to 
qualify for scholarships and other grants* Given the existing 
debt burden, ve believe it makes better policy sense to give 
students the benefit oZ the doubt by restoring the deduction, and 
then examining tax data to see how nany itemize deductions under 
the new tax system* 

Thank yoa for consideration of these comrnvnts on th* need to 
restore the deductibility of interest 'on educational loans. 
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Sibinitlcd Testimony of AriioM Cantor 
American Pcdsration of Labor and Cm^ss of industrial Organizations 
To the VJ%» Senate Cdmmittce on Finance 
on Renevral of Employee Educational Assistance (S. 39) 



March 15, 19U 



the APL-CIO strongly supports maximum opportunity for all workers to 
maintain, upgrade, and adapt their educational achievemenU and their sicills. Such 
opportunities enhance national productivity and competitiveness as well as 
supporting individual worlcers in their efforU to achieve personal development and 
self-fulfillment. 

Therefore, we reaffirm our support for legislation to restore section 127 of 
the Internal Revenue Code, which,, before 1988, provided a limited income ux 
exclusion for emp]oyer-p»id career-reUted educational expense*. 

The AFUaO has consistently supported a fair Ux system that closes 
loopholes and provides revenue needed to operate the federal government and 
promote national goals. We believe the exclusion of employer provided education 
assistarce is consistent with a fair Ux system and promotes the national goal of 
increased opportunities for education and training. 

The APL-CIO also supporU reinsutement of section 127 because such 
Congreulonal action would exclude from uxable income the value of tuition 
reductions for graduate students . The Tax Reform Act of 1986 requires graduate 
assisUnts to pay ux on tuition reductions and elimination of the exclusion would 
require many studenU to abandon their studies. 

Ihe Immediate cost of the credit for worlcers' education and training to the 
nation's Uxpayers is minimal and to the extent it enhances educational 
opportunities and provides economic and social benefits, it clearly qualifies as an 
investmel^t In a national asset, not as cost to be cut in order to reduce the federal 
budget deficit. 

Ihe exclusion unlilce many Ux preferences also extended benefits in 
conformance with Congressional intent and provided benefits as prescribed by the 
legislation. In addition, the amount of the exclusion is "capped," hmiting the 
potential loss of revenue and preventing a privileged elite from taking advantage of 
the benefits. 

To qpjall ior the exclusion, an employer must draw up for employees* 
exchislvc use a deUiied written plan, which may not favor company offkers, 
business owners or highly compensated employees. Employees also may not choose 
between the eAicatkM benefit and uxable remuneration and the amount of the 
exchislon can not exceed $5,230. 
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negotiated collective bargaining agreements that include cduc.ntion nnd training 
benefits to Improve skills and provide America with a more skilled, better 
education and more adaptable workforce* 
Some examples inchidet 

* Approximately ^,000 health care workers In New York City are 
eligible to receive educatkm and training benefits from a pooled fund provided by 
empk>yers in a contract negotiated by the Retail* Wholesale ^ Department Store 
Union* The money Is used to school health care workers in new technologieSi train 
prospective registered nurses to help eliminate nursing shortages and provide other 
benefits to workers and the health care industry. 

* Some 21 5|000 Communications Workers employed by the Bell Telephone 
Companies are eligible for education programs^lhat can lead to Jobs at higher 
classiticatkMiSy In tome cases raise salaries by as much as $250 per week. 

* Since IHit #5|000 auto workers at Ford Motor Corrt|>any have 
participated In training, retraini>«« and other programSi many of which teach basio 
skills at plant sites around the- country. General Motors has contributed $200 
mlUlen annually under an agreement with the UAW th^t pays for instruction te^Job 
skills and bask education. 

* Iht Office and Professional Employees International Union has 
negotiated contracts that reimburse tuition costs In lieu of wages for up to 10,000 
office workers at collefes and universities who want to study at their campus 
workplaces. 

* The Service Employees International Unkm negotiated the Lifelong 
Education and Development (LEAD) program, which provides instruction in adult 
literacy^ h|^ school equivalency, Engllih as a second language, health care 
apprenticeships end other services to bolster workers* professional development. In 
one case, a tocal Service Employees union tocal prevented displacement of #0 
hospital supply aide* with a program to retrain workers and upgrade their skills to 
help empk>yees advance to higher level positions in another department. 

As policy makers look to a first-rate educational system as the foundation ior 
efforts to strengthen America, we believe a serious mistake would be made by 
requiring workers to pay Income tax on a vital training benefit and taxing studentV 
tuition reductkNtt. Both ttx benefits serve the natlon*s interests. 

Thereforei we urge the United States Congress to restore Section 127 of the 
Internal Revenue Code. 
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Mtrch 30, 1988 



The Honorable Lloyd Bentsen, Chairman 
Senate Committee on Finance 
205 Dirksen Senate Office Building 
Washington, D. C. 20510 

Dear Mr. Chairman: 

As a National Director for the American Institute of Banking and a 
Senior vice President of the Peoples Bank of Cedar Rapids, lotna, I 
am concerned about the taxation of educational assistance that 
employees receive. It is extremely difficult to obtain an employee 
who is fully knoMledgeable in all areas of our business upon hiring. 
It therefore becomes important that Me be able to educate those 
people and our existing employees in the skills to keep us current 
in today's changing Morld. 

Studies have shown that Me are entering a period in Mhich Me Mill 
be faced Mith declining numbers of young, entry-level employees. 
This is happening at the same time that the skills levels needed 
by our employees are reaching their highest levels. It has been 
shOMn that 50X of the nation's businesses Mill introduce neM tech- 
nologies Mithin the next five years. This Mill be happening at 
the same time that 50X of today's college graduates Mill be changing 
fields of employment. The need for education and training has never 
been higher. 

Ore needs only to look at our foreign competitors to see the 
emphasia that should be put on education. The Japanese, Germans, 
and Russians (Just to name a feN) are putting a large emphasis 
on employee education. 

I knoM that it is not your intention to reduce the amount of education 
available to people, but this may be exactly Mhat is going to happen. 
When a lOMer-level employee is fac^d Mith the need to pay taxes upon 
education needed in their Jobs, they in many cases may be forced to 
forego this training. This Mould be done not because they didn't 
Mant the education, but simply because they could not afford 
to take aMay from their salary to pay the tax. It Mould seem 
to me that this i« certainly not Mhat you Mant to happen. 

I encourage you and your committee to report favorably upon 
Senator Daniel P. Moynihan's bill, S 39, Mhich Mould restore 
permanently the IRC Section 127 exclusion Tor employer-paid 
tuition assistance. Thi- Section expired on December 31. 1987. 

Thank you for your consideration of this matter. 

SinceMly , 




J«mes L. West 
Senior vice President 
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AV,I HA* 



/uiicncati Ittstilulo of Djnking 

Rock Valley Choptcr 



April 6, 1968 



Th« Bonor«bl« Lloyd B«nC««n 
ChalnMo 

Sra«t« CoaaltCM on Finance 

205 Dlrkatn Smf Offica BuildlAg 

Vaahlntton D.C. 20510 

CoMcnta subaitttd for March 15 haarlnt on Tax Ineantlvaa for Educatloii 
Daar Mr. Chalnan: 

The lock Valley chapter of the A»ericen Inetitute of Banking (AIB) urs«a the Comittee 
to report fevorebly Senator Daniel P. Moynlhen'e bill* S 39, vhich would reetore per- 
■anently the IRC Section 127 excluaioo for eaployer*p«id tuition «eeietance. Section 
127 expired on Deceaber 31, 1907. Mr. Ch«inen, tbie exclusion la e critical t^ in- 
centive that proaotee continuing education an^ ratreinlog in the vorkplece. Much of 
thie treinlng will be loet If Congreee faile to ect to reetore tble provlelon. 

Ihiring the 1987'8B ed.^tional year, our chapter offered 17 couret* ud 6 eealnere 
related to the financial educe t ion. Thoee nuabere produced- 797 etudenta* eaployeea 
of financial inetitutlone who went and need continuing educe t ion. Many of tboee 
indivlduale vould be penalised for wenting to better thoMelvae. By inatltutlng e 
withholding on IncoM, eingle parente who can not afford additional expmeee will 
be diacoum«d to aeek education. I can think of thrae (3) individulee at ^y place 
of eaployaent who fit the eb«ve role. Coneideretion auet be given to tha continual 
re treinlng in the workplace. 

Today, AIB ie the largest educe tlonal dlvlelon of the Aaerlcan Bankere Aeeoclatlon. 
Four hundred cheptere enroll 35,000 pereoae each year in education end training pro- 
great. Adaieeien to AIB le i»veileble to eaployeee, offlcere, end dlrectore of banka. 
While aany AIB etudente enroll In order to aalntaln or Inprove their current iob ekllle,. 
the aejority of etudente coae to further their educetlon or learn new ekllle that will 
qualify thaa for cereer edveiiceaent. 

By participating in AIB progreaa, etudenta heva the opportunity tn pursue profeeelonal 
diploaae and training cert if ice tee In e nuaber of ereas, including i General Banking, 
Consuaer Credit, CoaaercUl tending. Mortgage Landing, CuetoMr Service, Securitiee 
Servicee, Supervieory Skllle, and Accelerated Banking Study. 

Moot tenks encourege perticipation In AIB through eaployee educetlon eeeleunce pro- 
greaa. We ere concerned thet the expire t Ion of the eaployee education aeeleunce in- 
coae excluelon will dlecourege or prevent eaployeee froa eeeklng further education 
or new ekllle thet would quellfy thea for career edvenceaent. 

The Rock Velley chepter of the Aaerlcen Inetitute of Banking urgee you to aeke 
pee sage of legieletien to relneute peraanently the IRC Section 127 excluelon for 
eaployer-peid tuition ssslsuncs ons of your top prior It Iss for 1988. 




Rock>V»lle7 Ch&ptsr 
Aaerlcen Inetitute of Benklng 
Vice Preeident, Reel Eetete Depertaent 
Rock County Netlonel Benk 
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March 30. I98I 

Tha SoDorabIa lloyd Btotaan 
Cbairaan 

Saaata Coaaittva oo Finaoca 

205 Dirkaao Saoata Offica Buiidinf 

WasbiBftoD. D.C. 20510 

Coaaeata aubaitttd for Marcb 15tb hear^nf on Tax Inccntivea for 
Bducat ioD 

Oaar Nr. Cbairaao: 

Tba Soutbaaatarn Micbliao chapter of tba Aaerican Inatituta of lankinf 

(All) urfaa tba coaaittea to rtport* favorably Senator Denial P. 

Noynibaa'a bill. S 39. wbicb would reetore pereenently tbe IRC Section 

127 cxclueioB ie e criticel tex incentive thet proaotee coatinuinf 
educetion ead retreininf in tbe workplece. Mucb of tbie treininf will 
be loet if CoBfreee feile to act to reetore tbie provision. 

The Southeeetern Nicbifen wee foraed in 1900. Thie locel educetionel 
profree coneiete of cleeaee end eeainere in ereee epecificelly related 
to the benkinf induetry. Scverel locel inetitutions of higher 
educetion beve en effilietion with tbe Chepter Office whereby eerned in 
cleeeee and eeainere enouelly. Diploeee in eifht profreee are 
conferred enonelly to epproniaately 200 recipiente. 

Todey* All ie the lerfesl educetionel divieion of the Ae*ricen Benkere 
AeeocSetion. Fodr hundred cheptere enroll 350|000 pereooe eech yeer in 
ci^ucetion end treininf profreas. Adeiesion to AIB ie availeble to 
eeployeee. officere. end dir^ctore of benke. While aany AIB studente 
enroll in order to aeintein or iaprove their current job ski lie, the 
eejority of etudcnte coee to further their educetion or leero new 
skille thet will qualify thee for cereer advenceecnt. 

By pert icipetinf in All profreae, studente heve the opportunity to 
pursue profeeeionel diploeee and treininf certificatee in a nunber of 
ereee, includinf: Gencrel Benkinf, Coneueer Credit, Co.ieercial 
l«ndin(, Nortfefe Leading, Custoeer Service. Securitiee Servic^e, 
Supervieory Skille, end Accelereted Benkinf Study. 

Moet benke eocourefs pert icipation in AIB through eeployee educetion 
eesieteoce profreee. He ere concerned thet tbe expiretion of the 
eeployee educetion eeeietence incoae exclueion will diecourefe or 
prevent eaployeee froa eeekinf further educetion or new ekille thet 
would quelify thee for career edvenceaent. 

Tbe Southeeetern Michifen Chepter of tbe Aaericen Inetitute of Benkinf 
urfee you to aeke peeeefe of lefieletion to reinstete peraenently the 
IRC Section 127 exclueion for eaployer-peid tuition eeeietence one of 
your top prioritiee for 1988. 

Reepectfully, 




Perker A. Noora 
Executive Director 



Southeastern Michtgan Ch^er ■ Americnn InstHote d Banking 



PAM/Jvf 



Ford BuMino • Smto ISOS. 615 Oriswoki • Detroit, m 48226 (3l3) 965^)914 
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The American Institute of Chemists, Inc. 

7316 mteemtn /WtmM. tttftMcto. MvylMd 20014 / 30i HhJ 744 ,* 



147907 

(»17) 404 itH ^ , 

April 5, 1988 



Hon. Lloyd Bentsen, Chairman 
Senate Finance Committee 
Room SD-205 
U.S. Congress 
Washington, D.C. 20&10 

Dear Senator Bentsen- 



I am writing on behalf of The American Institute of Chemists to urge your 
Committee's early and favorable consideration of S. 39. This bili would grant 
individuals an income Ux exemption of $S2$0 yearly for educationtil expenses 
paid on their behalf by their employers. This exemption has been a long 
standing policy of the Congress, as evidenced by regular legislative exclusion of 
this presumed tax liability. Also Congress impoaed the current $5250 cap on 
such exemptions. 

Our Institute consistently has urged C^xigress to support this exemption and 
moreover to make it permanent. If enforced, the current taw could impose 
an un(^e Ux liability on chemisU and others who are virtually required by the 
nature of their profession to pursue continuing education as a means of keeping 
abreast in their field. Often, that occurs because employers also recognize 
that need and subsidize it through tuition or other payments for their employees. 

As we have said before, science is not static. It is ever changing, and it is 
important that chemists Iceep abreast of those changes in the interest of 
maintaining America's technologically competitive edge. To penalise them 
through taxation for doing what is necessary in order to be diligent is unfair, 
inequitable, and sending the wrong message to the next generation of chemists. 
Even now, those young people are being inculcated with the notion of continuing 
their education throughout their professional lives, not stopping it when they 
receive their final degrees in science from a national college or university. 

Our national nonprofit organization has been advancing this concept ever since 
its founding in 1923, and will continue to do so. I hope that you may be able 
to circulate a copy of this letter to the other members of your conimitte. 
Thank you for your consideratkm. 



Sincerely yours. 



cc Bob Paekwood 

Dr. Fred Leavitt 
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Albuquerque Chapter 
American Institute of Banking 



320 Gold SW, Mto 1108 • AnwqtMrqat. Ntw Mexico 87102 • (605)247-9298 



Nsreb 21, 19II 



Tb« loaorabl* Llord B«ntSMi, Chslraaa 
t«D«t« CoMlttM OD riaane* 
209 DirktM f«iiiit« Offie* Builtfina 
VMbiDgtOD DC 20510 

D««r Mr. Cbtirawis 

Th« Albiiqusrqta* Chsptar of tho AMor^ean Xiuitituto of Bankina 
aZB> urgot tho coMittoo to roport f«vorobly frastor Oaniol F. 
MoyailMn • bill, f 30, wbleli would rostoro pmrmmnmntlr tho ZRC 
foction 127 oxelttsioB for «r«ploy«r-pai4 tuitioD Mtistonc*. 
•oction 127 oxpirod on Doeoibor 31. iti?. Mr. CbtirMn. this 
•xclttoioD it • criticsl t« iaeoativo that proMtos eoatinuiiio 
oducttion «Bd rotrsiaina ia tho work plsco. Much of this tr4la- 
lag will bo loot if Coaorots f tils to act to rostoro tbis provis- 

iOB* 

Alboquorqtta Cbaptor was ebari<r{2 ia 1948 aad bas booa of 
sor^ieo vootir baakors siaco tbst tiao. it is tbo priaary aducs- 
tlona2 aorrica for baakor aducatioa ia our eoMniaity. Laat yoar 
wa aarollod spproximataly 1300 studaats ia sbort eoursas sad full 
staastar olaasas oo baakiag. 

Today, AIB is tbo largast adacatloasl divisioa of tbo Aaaricaa 
Baakors Aasoeiation. Four bundrad cbaptor s aaroll 350,000 par- 
soaa aacb yoar ia aducstioa aad troiaiag prograaa. Adaissioa to 
•«»10T^»» officora. aad diroctors of bsaks. 
Adalssioo to AXB is airailablo to aaployaos, officors, aad diroc- 
tora of baaka. Vbilo aany AXB studoats aaroll ia ordor to aaia- 
tsia or iaprovo tbair earraat job akilla, tbo aaiority of stu* 

f?fJ*«!!T?..!®^£il[*5^' odwcotiott or laara aov skills tbat 

will guslity tboa for caroar advaaeaaaat. 

By participatiag ia All prograaa, atadaats bava tbo opportuaity 
to pursuo profossioBol diplonas and troiaiag covtificotos ia a 
auabor of aroos, iacladiagt Oaaarol Baakiag, Coaauaar Cradit, 
Coaaarciol Uadiag, Hortgaga Laadiag, CuatOMar Barvica, loourit- 
ias iarricas, iaparwisorr Bkjllls, aad Accalarotaa Baakiag itudy. 
Most bsaks aacouraga participatiea ia AXB tbrougb aaployaa aducs- 
tioa sssistaaca prograas. Va arc eoncaraad tbst tbo ajcpirotioa 
of tbo aaployaa aducatioa sssistaaca i} ^ lo axclaaioa will dis- 
courage or proToat aaployaas froa sooki furtbor aducstioa or 
aao akilla tbst would gualify tbaa for earoor sdvaacaaaat. 

Tha Albuquarquo Cbsptar of tbo Aaaricaa lastituto of Baakiag 
urges you to wake passsge of lagisletioa to reiastste paraaaeatly 
tbo IRC iectioa 127 aaduaioa for eaployer-paid tvitioa sssis* 
tsace oae of your top priorities for 19II. 

Respectfully, 



Bsrb Daugberty, Frograa Director 

Albuquerque Cbspter of tbo JUMricaa lastitute of Bsnkiag 
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AMERICAN INSTITUTE OF BANKING 

ATI lUNS AREA ( .1 lAPTL- K ATHENS. Cil iOPGIA 



TlM looorablt Lleyd Btattra 
ChUrMB 

SMiaU CoMittM on FiiMOot 

205 DirksMi Swwtt Offiot Buildins ^ 

VUblngtoa, D.C. 20^10 

Dur IL*. OialnMBi 

»• Atbm ATM Chtpttr of tbt AMriou Znatitutt of BaOkins 
(AIBI urgM tb« ooMltUt to rtport ftvorably Smator Duitl ?. 
MoynllMB** bUl, S 39» wblob would rostoro ptrnatntly tb« IHC 
Soetioa 12T oxoluoioB for «apIoytr-pald tuition Msittuoi. 
Soetioa 127 wpirod oa Dooaribor 31 • IW. Mr. Cbairna, tblo 
woluaion u • oritioal tax laowitiTo that proaottt oontinulng 
oduootion aad ratralalag in tbt woricploot. Muob of ihit troinins 
will bi loat If Congraaa failo to tot to rattoi • thia proviaion. 

Tbt Atbtaa Arta Ctaapttr bta bttn trainias taploytta of tbt 
•rta baakt ftor alaott two dtoadta, aottly drtwini oo tbt taltat 
of iU Ttrioua banktra aa inatniotora. Tbt twtnty tlgbt atabtr 
baakt bavt com to raly upon tbt (AIB) aa t valuablt tduottiooal 
tool for tbtlr aaploTtaa. 

TMt)r» An it tbt largaat tdnoatiooal divltioa of tba 
Aaarioaa Banktra Aaaorittlon. Four bundrad obtpttra taroll 
390,000 ptraooa aaob yaar it tduoation and traislag proartM. 
Adaiaaioa to AIB it tvallablt to tapioytat, offioara. tnd 
diraotora of baakt. Vhilt uny AIB ttudtatt anroll in ordtr to 
■aintaia or iaproYt tbair ourrtnt Job aktllt, tba aajority of 
atudaatt oom to furtbar thtir tduoation or itara now tkillt tbtt 
vUl qualify tbta for eartar adYanotatnt. 

By partieipatln« ia AIB profraM, atudtnta bavt tbt 
opportunity to puraut proftajiontl diploaaa and trtining 
otrtifiottta in a nuabar of traaa, inoludinsi Gtnaral Banking. 
CooauBor Cradit, CoaMroial Uading, Hortsaia Landing Cuatoatr 
Stnrtot, Saouritiaa Sanriota, Supenriaory 3killa, aad Aootlarattd 
Baokins Study. 

Hoat banka a curaga partioip^tiou ia AIB througb aaployaa 
tduottioa aaaiatanoa prograu. Va are oonoamtd that tbt 
txpiration pf tba taploytt tduoation aaaiatanua inooaa axoluaion 
will diaoouraga or proYtnt aaployaaa froa aaaking furthtr 
tduottion or now akilla that would qv ^ify then for oaraar 
advanoaaant . 

Tba Atbana Araa Cbaptar of tb^i Aaarioan Xnatituta of Banking 
urgaa you to aaka paaaag^ of lagialation to rainatata paraanantly 

tba IRC Baotion 127 exolualon for c<>p2oyar-paid tuition 
aaaiatanoa ona of your top prioritlaa for I9ft8. 



March 28. 1988 



Raapaot fully, 



D. Vayna Braawtll 
Praaidant Atbana Araa Cbaptar 
Aaarioan laatituta of Banking 
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dMSjfkTo^ • 10S0l7tiaM . SuHaOO • Omm • Colorido . 8005" '30/573-0556 



April 6, 1988 

The Honorabit Lloyd Bentsen 
Chalraan 

Senate CoMlttee on Finance 
.^"^^ 205 Dirk sen Senate Office Building 

Washington, O.C. 20510 

Dear Nr. Chal raan: 



The Denver Chapter of the American Institute of Banking (ATB) 
urges the Coaalttee to report favorable Senator Oanlel F. 
Noynlhan's bill, S 39, which would restore pernanently the IRC 
Section 127. excl usi on for eaployerg-pald tuition assistance. 
Section 127 expired on Oeceaber 31, 1987. Nr. Chalrnan, this 
exclusion Is a critical tax Incentive that pronotes continuing 
education and retraining In the workplace. Nuch of this training 
will be lost If Congress falls to act to restore this provision. 

The ATB -Is the largest education division of the American 
Bankers Association. Four hundied chapters enroll 350*000 
persons each year In education and training prograns. Admission 
to AIB Is available to bank eaployees, officers and directors. 
While Many AIB students enroll In order to Maintain or improve 
their current Job skills, the Majority of students cone to 
urther their education or learn new skills that will qualify 
the* for carter advancement. 

The American Institute of Banking In Denver one of the 
largest chapters In this country, providing cost-effective 
Industry specific education £nd training to the Denver aetro 
area and the surrounding rural areas In Colorado. Our prograa 
Is available to over 18,000 Individuals eaployed In the financial 
services Industry. Denver AIB was foraed In 1901 and serves as 
the only education and training res^ource to nany organizations 
In our state. By participating In these prograas, they In turn 
help their respective organizations to compete In today's fast 
changing econoalc environment. 

By participating in AIB programs, students have tlie opportunity 
to pursue professional diplomas and training certificates In a 
number of areas. Including: General Banking, Consumer Credit, 
Commercial Lending, Nortgage Lending, Customer Service, Securl* 
ties Services,- Supervisory Skills, and Accelerated Banking Study. 

Nost banks encourage participation In AIB through employee 
education assistance programs. Ue are concerned that the 
expiration of the employee education assistance Income exclusion 
will discourage or prevent employees from seeking further 
education or new skills that would qualify them for career 
advancement. 



The Denver chapter of the American Institute of Banking urges 
you to make passage of legislation to reinstate permanently the 
IRC Section 127 exclusion for employer-paid tuition assistance 
one of your top priorities for 1988. 



Respectful 1y, 




President and CEO 
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. AMERICAN INSTITUTF OF BANKING 

EASTERN CONNECTICUT Cf-IAPTER 

A 19B7 Chapter ot Excellence 



The Honorable Lloyd Benson 
Chairman 

Senate Coanlttee on Finance 

20S Dirksen Senate Office Building 

Washington. D. C. 2051D 

Dear Mr. Chalnuti: 

The Eastern Connecticut Chapter of the American Institute of Banking (AIB) urges 
the CoMRlttee to report favorably Senator Daniel P. Moynlhan's bill. S 39, which 
Mould restore permanently the IRC Section 127 exclusion for employer-paid tuition 
assistance. Sectfon 127 expired on December 31. 1987. This exclusion Is a 
critical tax Incentive that promotes continuing education and retraining In the 
workplace. Much of this training will be^lost If Congress falls to act to re- 
store this provision. 

Our Chapter has been In existence for forty one (41) years. We have educated 
thousands of bankers during that time from entry level employees to senior 
management. Our mission has always been to serve the banking community by 
pre. 1 ding excellent education on a cost-effective basis for our local a^^a. 

Today. AIB Is t^e largest educational division of the American Bankers Association. 
Four hundred Ciiapters enroll 350,000 persons each year In education and training 
programs. Admission to AIB fs available to employees, officers, and directors of 
banks. While many AIB students enroll In order to maintain or Improve their 
current Job skills, the majority of students come to further their education or 
learn new skills that will quail fy them for ''areer advancement. 

By participating In AIP programs, students have the opportunity to pursue 
professional diplomas and training certificates ii a number of areas, Including: 
General Banking, Consumer Credit, Commercial . '^ng, Mortgage Lending, Customer 
Service, Securities Services, Supervisory Skill: and Accelerated Banking Study. 

Host banks encourage participation In AIB through employee education assistance 
programs. We are concerned that the expiration of the employee educational 
assistance Income exclusion will discourage or prevent employees from seeking 
further education or new skills that would qualify them for career advancement. 

The Eastern- Connecticut Chcpter urgesryew to makejipassage. of legislation to re- 
Instate permanentlyt the IRC Section 1?7 exclusion for ea|Hayer-paU-. tuition 
assistance One of your top priorities for 1988. 

/ Respectfully, 

, > , ■■( ■ 

Patricia A. Davlau 
President 



236, 





AMERICAN msnrun of banking 

A aavict or Tw AMinCAfi lAMOM AnocunoN 
lOUSVtU CHAmR 

April 7, 1988 



The Honorable Lloyd Bentsen 
Chairman 

Senata Connittee on Finance 

205 Dirkaen Senate Office Building 

waahington, D.C. 20510 

C(Mnnenta aubmltted for March 15 hearing on Tax 
Incentives for Education 



Dear Nr. Chairman: 



The Louisville Chapter of the American Institute of BarJcing 
(AIB) urges the Committee to report favorably Senator Daniel P. 
M(>ynihan*s bill, S 39, which would restore permanencly the IRC 
Si^ction 127 exclusion for employer-paid tuition assistance. Section 
127 expired on Deqember 31, 1987 «. Mr. Chairman, this exclusion is 
a critical tax incentive that promotes continuing education and 
retraining in the workplace. Much of this training will be lost if 
Congress fails to act to restore thia provision. 

The Louisville Chapter-AIB provides banking education and 
training to approximately 1500 bank employees a year. Our banks 
encourage employee participation in AIB not only as an es^loyee 
benefit for up to date training but also for career advancement. 

We axs concerned that to tax this education assistance as 
incoiae will discourage or prevent employees from seeking on the job 
training or new skills training for better jobs. Higher levels of 
education are so critical in today's workplace, why do we want to 
implement a tax measure that would burden and suppress this important 
element? How does the minimum wage and low income earner receive 
better jobs without education or training, yet can he afford to pay 
a price for it when available - via taxes? 

If we encourage people to take stsps for better jobs with 
higher salaries, then you also increase your taxable income base. 
But, this way you receive benefits on both sides - better jobs with 
higher income for the worker and an increass in taxes received by 
the government 2 



Please consider the impact IRC Section 127 has on education 
associations & colleges, employers and most of all, the employes. 
The I uisville Chapter-AIB urges you to make passage of legislation 
to VL istate permanently the IRC Section 127, exclusion for 
en^loyer-paid tuition assistance, one of your top priorities for 
1988. 

Thank you for your time and considerations. 



Respectful!; 




Paula B. Cravens 

VEducation Director 



ERIC 
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AMrlc«B lecl*^ of Ifoeiiaiilail Ingliwars 

TtM AMrlean locl*^ of IteclMnleal lnglM«r« (ASMI) •trongly tuftport* 
Ssnator Duiisl KayBlhaB's bill, t. 39, which «oul4 r««tor« ptmiMHtly cho 
tMtlon 127 ttOL C9d« •xcluslon for mpltyt-p^id •duMtloMl usUuncs. 
SMtloB 127 •xplr»d on DMMbor 31, lft7. 

Frttmin* of iBttmatloMl oconoaie eoa|Mtltioii art •btplng • m» 
•nvironmt for Mplejtr - mauley rslatlonshlp* that roquir* Job 
fUxiblll^. Job ■oblllty, froquMit updotlng of oklllo and rotTAlnlng. Tho 
AMrlcM dMosraphlc trond toward an oldar work forca, tlia continuing «hift 
toMfd a aarvica aconoay and rapid advancaa In knovladga and tachnology 
claarlj point to tha naad for a public policy «hich aupporta and ancouragaa 
tha «tiat:iMf work forca to puraua lif along aducation. 

Continuing adueation and ratraining ara aapacially critical for anginaaca to 
kaap up to data vith rapidly changing tachnology in thair f iald or to avitch 
araaa of anginaariqg apacUlitation. In today 'a world of fiarca 
international coapatition, a wall-trainad anginaaring work forca ia vital to 
tha nation'a «all*baing. 

Congraaa alao haa aicpraaaad coneam about cowrcial utilization of 
tachnology. Unlaaa anginaara and othara In tha work forca hava tha ability 
to nova aaaiiy froa ona tachnical projact to anotfaar, Much tachnology with 
coMarcial potantial vill continua to collact duat on ahalvaa. 

Sinca 1971, nora than iiavan million workara hava usad anployar-paid 
aducational aaaiatanca to upgrada thair akilla to atay currant with naw 
conpatitiva, tachnological and induatrl 1 davalopMnta. Ovar 93 parcant of 
tha participanta in ASMI' a continuing * lucation couraaa ainca tha outaat of 
ita profaaaional davalopMn^ * progran hava baan aupportad by thair anployara 
through tuition ral^buraanant . I nationwida aurvay conducted by tha 
AMrican Social for Training and DavalopMnt in 19t$ found that anployaa 
aducational aaaiatanca. 

Until its aspiration, Saction 127 of tha Intamal lavanua Coda axanptad 
^lifiad oaployar aducational aaaiatanca froa anployaa fadaral incoaa 
tajcaa. Tha SaetAon'a axpiratioiK now cauaaa confuaion and coocam aaon^ 
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•mpUyf on thalr withholding and roiK>rClng lUblllty for titployeeo usJng 
th«ir oducotlonal ooolounco pregrus. In th« obooneo of SocClon 127, tho 
low ro^roo o^loyooo to pay taxoo on tuition p^yMnto aado by thoir 
■■ployoro unlooo Om coutmo art atrietly *Job-ralatad.* Thia taat haa 
aarioiaa aidbigultiaa which #111 craata uneartainty and hava a chilling affaet 



an aaployar aupport for continuing adueation. 

RainaUting Saction 127 Viuld ba analogoua to tha GI Bill of Rlghta which 
prowidaa for an invrataant in tha futura. Continuing aducation ahould ba 
wiaiwad aa an invaataant, not a fringa banafit. It ahould ba conaidarad a 
bualnaaa axpanaa, ra<|ulrad for a coapany to raaain coapatitiwa. Vith tha 
appropriata six of aducational prograaa, wa can iaprova our quality of Ufa 
whila iaproving tha nation* a industrial coapatltivanaaa ami balanca of 
trada; wa can laprova productivity irtiila alao I^rov'?ig tha quality of our 
producta. 

Finally, wa challanga tha pratuaption that Saction 127 ia a ravanua loaar 
for tha Fadaral traaaury. Va ballava tha ravairta forgona froa not taxing 
aaployar aducatiMial aaaiatanca would ba racovarad aany tiaaa ovar in 
additional tax rayanuaa froa aconMic actlvltlaa ganaratad by a continuoualy 
aaployad, wall *aduca tad work forca. It ahould alao ba notad that tha 'coat* 
of Saction 127 ia wary low coaparad to tha altamatlva of axpwding dlract 
funding of aducational prograas and ratraining. 

In conetualon, wa raapactfully urga tha aaabars of tha Coaaittaa to aova 
axpadltioualy to approva S. 39 to aaka Saction 127 a paraanaiit part of tha 
Intamal Xavanua Coda. It ia a critical coaponant of tha national affort to 
ahhanca tha aducation. Job ski 11a and ratraining of Aaarlcan workara. 
Claarly, Saction 127 is a coat-affactlva invastaant In tha ft ura of 
Aaai lea. 
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A.:orlcan S«cIoty for Porcoimol Adnlnlstratlon 
Th« A-erlcn socl.ty for P.r.onn.1 Ad.l„l.tratlon (ASPA) 1. 
« lnt.m.tlon.1 .ocl.ty of .or. thM 40,000 Imiivldu.l 
hu«.„ r.««rc prof...ioMl. 1„ or,.„l,.tlon. ..ploying 
«v.r 40 .llllon worlcr.. mth «,r. th.n 600 .fflii,t«l 
eh.pt.r. .»! r.pr...„t.tlon In ,»,ry ,t.t. In th. union, 
ASPA 1. r.co,„'««, „ th. world.. i.r,..t organization 
d«]lcat«] .ol.ly to .xc.ll.nc. In hUMn r.sourc 

ASPA it a arater of th« Coalition for Buploya* Educational 
Astittanca which prasantad tasti»ony on S. 39 bafora Uia 
Sanata Financa conittaa on March 15, 1988. Bacausa ASPA 
faala vary strongly about tha naad for tha Sanata to anact 
8. 39, and rains tata Saction 127 of tha Intamal Ravanua 
coda, va ara subaitting this additional statamant for tha 
Conittaa's racord. 

As tha individuals chargad with initiating, iaplaMnting 
and adainistaring aaployaa banafit* prograaa in corporations 
throughout tha country, ASPA aaabara hava first hand 
knowladga of tha valua of tuition raiabursaaant prograas as 
an aaployaa banaf it and as a tool to train vorkars for tha 
futura. Thay hava vitnassad how th# axpiration of Saction 
127 of tha tax coda has raducad or aliainatad tha banafit 
for vorkars around tha country* By adding a nav tax 
obligation on aaployaaa racaiving thia banafit, and 
iaposing a "cost** on vorkars, Congrass has aliainatad a 
aajor incantiva for aaployaas to undartaka additional job 
anhancing training - tha incantiva of **no cost**. whara 
aaployaas could hava racaivad additional aducation at no 
parsonal axpansa bayond thair own tiaa and coaaitaant, thay 
now aust dataraina if thay ara financially abla to anroll 
in a prograa of advancad aducation. 

Thara is no quastion that tuition raiabursaaant prograaa 
ara attractiva to aaployaas. A 1985 survay by tha Aaarican 
Sooiaty for Training and Oavalopaant showad that 96% of tha 
raapondanta uaad aducational aaaistanca for iqproving 
skills and p«rfonMnoa cn tha job and 54.81 said 
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educational usslstAiico helped oiployocs Icra-n baoic s;kiU8 
llktt rsadlng and writing. Most inpoitant perha«j», was tha 
fact that 72% of aaployaas taking aducation and training 
coursM aamsd lass than $30,000 a year. 
ASPA rscognisas that tha congrsss im confrontsd with a 
looaing- daficit and ths. naad to raise ravanuas fros any 
pcssibla availabla source. However, ASPA believes that the 
favorable treataent given to companies that invest in 
capital equipaent is equally, and in fact increasingly, 
appropriate for investaents in "hunan" capital. In the not 
too distant futurv the Onited States will be experiencing 
labor shortages. The Congress aust be forward looking and 
seek out ways to encourage the pri /ate sector to train and 
develop workers to aeet the country's needs in the face of 
growing international coapetition. 

Recent studies funded by the 0.8. Departaent of Labor 
recognise the need for both eaployer and eaployee 
Incentives to provide and enroll in continuing education progn 
in the book WQirkforr>« annn, work and Workers for the 2 1st 
canturv written by Willi aa Johnston, and published by the 
Hudson Institute with funding frc the Departaent of Labor, 
six issues were highlighted which will require rethirking 
and revision in coaing years. One of those six issues 
which aust be addressed is the iaproveaent of workers' 
education and skills. 

Noting that "wealth has often been equated with factories, 
nines and production aachinery within a nation's borders", 
the author goes on to state; 

"As the econoaies of developed nations aove 
further into the post-industrial era, huaan capital 
plays an ever acre iaportant role in their 
progress. As the society becoaes nore coaplex, the 
aaount of education and knowledge i.»eded to sake a 
productive contribution to the econoay becowes 
greater. A century ago, a high school education 
was thought to be superfluous for factory workers- 
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and a col leg* degree wae the nark of an academic or 
a lawyer. Between now and the year 2000, for the 
firet tlM in history, a majority of all new jobe 
will require poeteecondary education. Many 
profeeeione will require nearly a decade of etudy 
followinq hiqh echool, and even the leaet ekilled 
jobe will require a conand of readinq, coMputing, 
and thinking that wae once neceeeary only for the 
profeeeione." 

"Bducatio and training are the primary 
eyetems by which the human capital of a national ie 
preeerved and increased* the epectd and efficiency 
with which thess education systems transmit 
knowledge govern the rate at which human capital 
can be developed, hjmn more than euch cloeely- 
watched indicatore ae the rate of inveetmant in 
plant and equipment, human capital formation playe 
a direct role in how faet the economy can grow." 
Further, the book Worklife visions written by eocial 
forecaeter Jeffrey Halle tt and published by ASPA, eta tee 
that a fundamental "shift that will alter education and 
training activities is ths emsrgsnce of the nesd for 
lifelong learning." Ballett goee on to etate that 
"the pace of change hae accelerated to the point where 
no particular ekill or methodology hae relevance for 
very long. Thie hae profound Implicatione. At ite 
moet baeic lever, it euggeete that everyone we hire 
will have to be retrained three or four times during a 
nosmal employment period." 

Clearly, the reinetitution of a effective and proven tax 
incentive which increaeee the epeed and efficiency with 
which knowledge can be tranemitted, repreeente good 
public policy. We therefore encourage the Committee and 
the Congreee to act favorably on 8* 39* 
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American Society for Training and Development 

Th« Americen Society for Training and Development (ASTD) 
•pprecietes the opportunity to present its views on the tax 
exclusion for employer-provided educational assistance, 
(Section 127 of the Internal Revenue Code). 

ASTD represents over 50,000 training and human resource 
developaient professionals nationi^ide with members 
concentrated primarily in Fortune 1000 companies. Our 
members are re^onsible for the training and retraining of 
the workforce from entry level youth to top management. 
Kany of our members are also req>onsible for administering 
employer*provided educationel assistance — typically 
tuition aid — programs, ^consequently, ASTD is very 
familiar with the Internal Revenue Code Section 127 and how 
it is utilized. 

Internal Revenue Code Section 127 provides that up to $5,?S0 
annually in educational assistance provided to an employee 
by his or her employer may be excluded from gross income for 
tax purposes. Because Congress felled to extend the program 
last year. Section 127 expired on December 31, 1987. The 
Americen Society for Treining and Development strongly urges 
Congress to retroactively extend Section 127. 

Bills heve been introduced in both the House and Senate to 
permanently extend Section 127. Congressman Guarini's bil^, 
H.R. 1692, currently has 300 House co* sponsors. Senator 
Moynihan's bill, S. 39, has 39 Senate co-sponsors. Both 
bills continue the f5,250 cap and IRS reporting requirements 
which require employers to provide information about the 
cost, the number of eligible employees and the numbci* of 
participants in their Section 127 programs. 

ror yeers, employers have provided assistance to their 
employees to further their education, upgrade their current 
skills or simply fulfill their intellectuel interests. If 
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th. aductlon provided by an onployer wa. r.uted to tha 
•■ploy...' 8urr.nt Job, It wa. not tr.at.d .. tax.bi. 
IncoM. Ho-avar, aa »ora a«ployara offarad auch financial 
aaalatanea, aaployara' qua^tlona aa to th. Impact that 
aaalatanc. had on th. Individual anployaa'a l„co-. b.ca». 
CimbaraoM. Th. confu.lon, uncrtalnty and nultlpla 
Intarpratatlona of th. IR cod. and Traaaury Dapartmant 
tagulatlona on tha withholding of taxaa for tuition 
a..latanc waa brought to Congraaa' attention. Th. 
confu.lon rangad fro. quaatlon» on ganaral tax liability to 
how Job.r.lat.d educational aaalatanea can b. dl.tlngulrt..d 
fro. non-Job-r.latad aaalatanc - and why It .attarad. 
Con..qu.ntly, In 1979 Congr... ai^l.d Section 127 to tha tax 
coda, .xaaptlng all tuition aid fro. taxation aa .mployaa 



IncoiM. 



B«c.u» It w.« . n«w provision .dd«d to th« tax codt, 
Congr... gr.nfd . flv..ya.r authorization rather than a 
pamanent .xt.n.lon .o the l..u. could b. reviewed and 
reconsidered. And coneldered and reviewed It has been 
for the laet five yeare. The expiration at the end of 19$7 
repreaente the third tine Section 127 has been allowed to 
expire* The two prevloue expirations, 1983 and 1985, were 
granted retroactive extensions In October of each of the 
yeara following the expiration. 

Confusion about T ax Statue of Educational Assistance 
The uncertainty eurroundlng thle particular provision 
createa confusion for both employer e and employeee allkei 

1) Employe re encounter burdensome amounts of paperwork 
becauae they do not know what to do — If they withhold 
taxea and then Congreaa retroactively extende the provision, 
they muet return the withheld taxee to their employee a } 

2) Employere face poaelble penalties if they do not withhold 
taxwe and the law le not retroactively extended} and 

3) Employeee are faced with a disincentive to further their 
education (eepeclally for the lower paid employee). 




with Section 127»8 expiration, employers are currently 
^•g«^^y bound to withhold taxes on educational assistance 
that is not related to an employee's present job. However , 
no guidance has been issued from IRS or the Treasury 
DspartMnt regarding this issue. Therefore, employers are 
handling the taxability of educational assistance in a wide 
variety of ways; consequently, "job-related" is being 
interpreted differently in almost every enployer-based 
organization. Some companies are withholding on all 
employer -provided educational assistance; some companies are 
distinguishing between non-job-related and job-related 
education and withholding only ^n the non-job-related 
assistance; and still others are simply marking time to see 
if Congress will once again come along with a retroactive 
extension. As a result, IRS will have to deal with 
employers* confusion when the 1988 tax year is calculated 
and reported. 

Participants primarily Low to Middle Income Employees 

Employee educational afsintance participants span all income 
levels. And although a small percentage of upper income 
employees do utilize educational assistance programs, a 
majority of the participants are low and moderate income 
workers seeking to improve their skills and earning 
potential. In a survey ASTD conducted in 1985, it was found 
that 22% of the participants in educational essistance 
programs earn under $15,000 annually and 71% of the 
participants earn ui.der $30,000. In the survey, 55% of the 
respondents said that educational assistance helps employees 
learn basic skills like reading and writing. 
Moreover, taxation of non- job-related educational assistance 
disproportionately affects lower paid employees whose jobs 
are often more narrowly defined than those of upper level 
professionals and executives; therefore they have more 
difficulty relating any education to their current jobs. 
Section 127 allows these employees to take courses (without 




'•-"J t....(n Huit „y *,.Tp u,cn lao.Mcn their Cutuic job 
opportunities. On the other hand, the broader, higher level 
and higher paid job-holders can more easily justify 
education as job-related and, thus, are not nearly as 
negatively affected by the expiration of Section 127. 

For example, with Section 127 -on the books", a mail room 
clerk who would like to continue his eJucation or simply 
develop skills to enhance his future mobility within his 
firm, may take word processing courses at the local 
community college. Under Section 127, he would not be 
liable for taxation on the amount reimbursed by his 
employer. However, without Sectiop 127, such a course which 
is not directly job-related, may be taxabl* to the 
individual employee. Yet, for someone holding a managerial 
position of any kind, almost all courses can be justified as 
relating to his job because of the broad scope of his 
current responsibilities. The scope of a peruon's work is 
very difficult to define and its varying deflnitlcis leads 
to different interpretations In almost every company. 
Employers support Section 127 because it pays off in 
workplace performance. When an employee Isarns new skills, 
the result is often a higher return on the investment for 
the employer through a more productive workforce. It 
demonstrates the employer's Interest In the lifelong 
learning of their workforce. It also gives employees an 
opportunity to expand or fine-tune their interests, which 
often means developing a broader perspective In performing 
their jobs. Such long-term benefits of employee educational 
assistance should not be overlooked. Section 127 enhances 
employee job satisfaction and provides a higher return on 
Investment for the IRS in additional taxes from employees 
who learn more advanced skills, thus making higher taxable 
wages. 
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Educational Agsi stance Contributes to Productivity 



At previously stated, those who will be the hardest hit by 
taking ai«ay Section 127 are the lo%rer I'^vel, lover paid 
employees — the ones who have the nost to benefit and will 
now have the least Incentive to further their education and 
Increase their skills. It Is Ironic that such a program 
could be allowed to die at a time when training Is being 
hailed as one of the most Important national policy 
priorities. 

Dl >g a time when the national debate on competitiveness 
centers on the ability of Amerlcaij workers to continually 
upgrade the'r skills to keep pf ce with changing technology* 
the need for Section 127 Is helgncened. It Is a critical 
tax Incentive that promotes training and retraining for our 
workforce. Employee educational assistance helps to upgrade 
the abilities of the American workers —a- a low cost to 
the taxpayer. It contributes ■> national productivity and 
competitiveness In the world marketplace. By encouraging 
employees to acquire new know^dge and skills for coping 
with the changing workplace , employee educational assistance 
makes a significant contribution to American Industry. 

Employer -provided educational assistance Is a time-tested 
and cost-effective means of upgrading skills of American 
workers — an absolute necessity when addressing the Issue 
of U.S. competitiveness. Workers can upgrade their skills* 
continue their education and maintain the skills necessary 
for the technological changes taking place in their current 
jobs all without being penal Ited by the tax code. 

rhank you. 
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Association c£ American Publishorsi Inc« 
Washington, D.C. 

In considering thr «ffect of th« tax systMi on •d«c«tion in 
thm Unit«d o^-'M^, i.n« CoMdttM should not liait itsolf- to ro^ 
viowing posoiblo tax inccntiva davicaa to aasa tha tonxdan of adu- 
cation coats on paranta and stodanta* It shoold alao act to alia- 
inata a tax <^^ai ncantiva to production of quality instructional 
■atarials that tha Traasury Dapartaant inaiata nas introducad by 
tha unifora cost capitalisation xnl«s of tha L98C Tix Rafom '^ct. 

This attachaant axplains tha R&D charactar of tha work of 
publishars in davelc^ing instructional, profasaional, and rafar- 
anca aatarials, and outlinaa tha lagal background of tha problaa 
and axplains idiy only lagislativa raliaf can aolTV it. 



R&D BZPBNOIT0RI8 BT PDBLISHIRS 

Tha activities of a book publiahar in praparing inatruc- 
tional, rafavanco, or profaasional aatarials involva work that 
gualifias as "raaaarch or axpariawital" ("R&D*) by any r^asonabla 
standard. In aanaral, tha procaas begins with caraful xasaaroh 
into tha naad lor a naw or laprovad product, followad by praliai- 
nary taating and dafinition of padagoaioal and subatantiva 
approachac and concapts. Aia phaae faatnxaa axtanaiva raviaw of 
tha lataat pedagogical data and aaalyaiy, as wall aa int'iracting 
with taachara, acadssica and school adainistratora. Thacwiftar, 
tha publisher 's staff, in collaboration with tha author or taaa of 
authors salactad to carry out tha projaet, dafinas tha ganaral 
soacificationa for tha product. Basad on thasa spacificationa, 

publisher ard author teas work together to create one or aore 
pr< totypas of the new product. 

These prototypes are than tested and evaluated by the pub^ 
lisher's staff, working in classroo« aettinas with teachara and 
studante and with experts in the field, to develop highly detailed 
specif icationa. These specif icationa function as blueprints for 
the authors in preparing the first full Manuscript. The authors 
then prepare successive drafts, iriiich are reviewed by the publish- 
er's staff for confomity to the specifications, and subjected to 
further field teeting and evaluations. 

Throughout the procese, the publisher is continually and 
closely involved in classroom testing and in expert evaluation to 
detenine if the product wUl function properly in the intmded 
educational setting. Basad on this trial-and-error approach, the 
product is a»dified until & final version is ready to be prepa-^. 
for printing and Mass production. In scaM caaea, particularly in 
the caee of eleaentary estd secondary achool textbooka subject to a 
aovamisontally operated "adoption" procedure, the process of tott- 
ing and aodiflcation continues even after the Materials ere initi- 
ally prepared for printing and Manufacture. 

The process of developing instructional # reference, and pro- 
fessional Material is characterised by heavy involvaMant of the 
publisher's staff, not Moral in revising an author-subMittad Man- 
uscript, but in conceptual^ sing the product, developing detailed 
plans, and working with potential users and substantive and in- 
structional experts in testing and evaluating pr^liMinary out.lines 
and drafta. In response to these tests and evaluations, tha prod- 
uct under developMont is continually Modified and adjusted as the 
devalopnant process goas on. 

In all instances, thin preproductioa develonsant process for 
instructional, reference, and professional natarialr is not what 
is norMally thought of as "editing." It is a radically Mora com- 
plex, sophlsticate<i and intense process. At consid«re not only 
the order and orga.iisation of the worda used, but tlie whole focaat 
for presenting the vAV^rial, including the scope of the subject 
covered, the order of pr«isenting subjects, the relation of 9raph«* 
ica and illustrations to the educational objectives of tho publi- 
cation, and the effectiveness of particular Mathoda of praeenting 
the Material. It eabou^^a classrooM field teste and expert evalu-* 
ations cf prallMinary designs and prototypes, that feed back into . 
the process. 
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with each othSr! fSi iJ^aSlS^ li^hS 1 "?"** conjunction 
lnttruction.1 iitoriJi?^: iriS..^ ^fS!? °L ""ool 

r«tult« at Mr liar tUoat. ii not « »fTcf^f'*^°"" <» 

•y»ta« of taachina aid. (wch 22 fliSiSiL * 

da., da^atratiSn «:taim2,'i„tf*iSI^JS;'.S?SS«? fSlIK**"" 

£SK^•.l3*t:K^i;uslL'^.•^^"-•^Sa^"^ 

back into coSin2Sr^5i!.SSj"-^5::^°f~»J procaat, faadiSg 
•ura affacti?. •wliSttoS"* SL?LiS^.!5*f2i!'.«'"**»** ^ ^ 
product, i. awwti; «nalo2oM S^irRn"?* <*ctaiouaa to • fi^l 
teiat which w5 taSSoloS^aSS aZ «2n?S°*J* °' 
tha daralopmwt 5f ^laS^proKctT °' •xparii«it«tion to 

r-»-.^S* fli"2Jt2I!l!*.5!*f'* J* imblithart of Instructional, 
refaranca, and profaational aatarialt tlia taaa tax traatMnt for 
MD coats that ■anufaetnrara of othar prodncta anlovT^inSad tiia 
iiwortanca of qnaliti' aducationalMtarials J*™ 
it aspacially appropriata to allow currant daduction traatawnt in 
thasa casas. ^ 

> 

LBSISLATIVI AMD WRDUIORT BMCXGROOMD 

SiKja 1954 — and, in practica, bafora that ~ cosi:» of ta- 
saarch and davalopMnt of na«r produeta hava ganarally baan allowad 
•• •c«»f""t daduction undar sactioc 174, avan if thosa costs 
would otharwisa hava to ba capitalisad. in 1986, Congiaas adharad 
2^J^!;r°2:J'Jr' "'l^f °' '•r'i^i naw produk daSaiopmiS^ 
a Mjor statutory axcapUon to tha naw unifoxa capitalisation rula 
dllSJJJiS",^!^**'"" r"*"* •P^'ificlly piasarvai Si .JiSSn"?' 
daduction for 'rwsaarch or axparlamtal- axpandituras I-IWDM. 
Comsaquantly, aost Industrias will contlnua to daduet 6osts of 
proouct RiiDs 

A,.i.^'2?*-£'?'«i?^* '•lA««#ho»«v*r, is th« book poblishlno In- 
dutt]qr, idiox« dovttlopMiit costs — TrMsuxj lasistS — ar« both 
•xclud«d xroM th« RftD daduction and snbjoct to tho full rigor of 

?!S^f°"J^ii,'*«??*"*^'* '•w*^ o« tho imr is incorraot in both 
and policy tam, 

Traaaunr R>milii»iffn, < 1.1740rMWi^ 

Saction 174 ms Incl jad in tha 1954 Coda as originally an- 
?o ?S«;;„i2^?? °' ^* "f^rta in both BOusas of Congrass - 

5 II S ^ ^••S^ ^ •xpari»antation.- 

?r5; S®' '^d Cong, 2d Sass. 28 (1954)| 8. Rap. Ifo. 

i^lh 2^nS°S?i*" *?*!;J^ i7rds;s^i Si^ri.- 

inata anong diffara/it kinds o£ products, and thara was no discus- 
sion o£ any such limitation iHian it was anactaS; discus- 

At tha outsat, t:ia regulations undar saction 174 intarorat 

davalopaant of ... a product." Traas. Raa. t 1.174-2raWl) in 
practica, tha casas, publishad rivinia Sli^ and iS«iiil iSs 
pronouncaaanta raf laet this broad viaw and^Saraliost^l in- 

hSJI thS^hJ^h Hi2^II"V***!'."*f*^' ^ producta nSr tha procaas 
oSSnJ of ?f tachnical oontant aanifastad in tha daval- 

opnant or instructional, rafaranca, and profassioaal publications. 

Traasury has, houavar, casistad application of caction 174 
daductions to any orintad product, ragardlass of its charactir! 
JH: !«i'iZ*"5<*Hl) (originally adoptad in 1957) has proridad 
2S^4^S!:!'SS^''' •fP*'^*^^ w^^iaituraa- do not inclSdS 
SJ2^ Incurrad for rasaaroh in connaction with litar- 

ary, historical, or sisilar projacta.' Although this could raason- 
ably ba raad only as pravantKg'Mataor «.^it^ frol a2taJU?Sg^ 
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.K..uct: Uio co>ls of Lln.'ir -rowc.ach b^.a," i.f-M)ry h..s xr.-d it 
as bArring R6D troatmont for any product cinbotliod in print, cvon 
highly technical material or material developed on the basis of a 
pcocass of analysis and experimentation chat would clearly qualify 
as R6D in any othar context 

Tlia discrimination against book publishers is put into sharp 
focus idian ona r^calle that in 1963 Treasury spokaaman racognisad 
that MD daductiona are clainMl by taxpayera in such varying busi- 
ness linaa aa fast food rastauranta. baked goods, home building, 
banking, stock brokerage and tha like. The discriaination against 
printS producta produces startling anomalies. For example, in- 
structional computer aoftwara — commonly produced by book pub- 
lishars, and marketed and inventoried side-by-side %rtth booka con- 
taining instruction in tha sama fields — is given generous R&D 
deduction traatmant by tha IR8. From tha point of view of aquity, 
tax policy, or educational policy^ there is new. rationale basis 
for pamitting RftD deductions for one type of intellectual product, 
while denying it to another similar product.^ 

a^^ne p«nm. 73-388 and Conoreeeional CriticiM 

Prior to 1973, most book publiahara followed a conaistent 
practice (for book and tax purpoaea) of deducting praproduction 
editorial and similar casta without diaruption by the IRS • In 
1973, howavtr, tha Internal Rarvanma Sacvlca isauad Rar. Rnl. 
73-395, 1973-2 C.B. 87, ezpraaeing tl!ha IRS position that prepro- 
duction editorial costs must ba capitalised aa part- of the coat of 
the book copyrigt : and are not dadoetibla under section. 174. The 
ground for^the ruling was the unexplained assertion that "costa 
Incurred in the^iting, editing, design and art work directly 
attributable to the development of the textbooks and visual aids 
do not constitute research and experimental expenditures under 
section 174." 

This proposed treatment for the book publishing industry waa 
strongly criticised ae discriminatory and unjustified* Corrective 
legialation was promptly introduced to eat aside tha effect of the 
ruling. In 1974, for example, Congresaman Dan Rostenkowaki co- 
sponsored legislation to tbis and and, in doing so, referred back 
to tha 1954 enactment of aartion 174, statingt ^ 



-Ther» is no anggaation in thaaa^ raporta^that aac- 
tioo- 174 wottld not aptjly to tha costa of raaaarch 
and experixMntation w^-wsaaxy to develop produota 
of bocJcpubliahara* anch aa taxtbodka, raferancar 
bLkaT^limal^ and other teaching alda, merely 
because the taxpavar's boainess is pojlljbing or 
because tha taaSlng aid or other produot of a pub- 
lisher is in.tha f»rm of a printed »»okrathar than 
in the forsr of a mechanioal device. Section i74 
should not be interpreted to discriminata against 
book pt^ishers in the boainess of: developing oi' in 
improving reference booka, taaching aids or other 
products • ' 

Further criticUing IRS' interpretation of the Reg. 
f 1.174-2ra)(l) disguaJlfication of "reaearch; in- connection i#ith 
literary/hlitirical, or slmtlar P«>iacta,? ific. 
that "this reoulatory exolusion should.be confined to its proper 
scope, for exanple, to preclude the amateur novelist fro« aaduct- 
ing^is essentially personal expans i in the gul«e of business 
research expenses." 

Section 2 1H Revenmr Act of 19761 

In 1976, Congress responded to theae isriticiama of Treasury's 
position by enacting, section 21M of tha Revenue Act of- 1976 .to. 
block IRS' uae of Revenue Ru?ing 73-395: and to allow publishera to 
continue to treat their editoria. f«d <>ther -prepubllcatlM ejr^ 
penditurea* "in the ma«*nar.... applied conaiatently by the tan- 
oaver to such expenditues before the data ^r issuance of such 
revenue ruling." Cong.eae further directed that any ««ture 
regulations relating to this issue -shall apply cmly with reapact 
to taxable yeare beginning after the date on idiich su^ regula«- 
tions are issued." 
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Wd action has '^ean takan by freaaury to date to comply with 
this Congrassional diractloa. Co.^aaquantly, tha e^fact of tha 
^?Z* ^?*.^J ?® «aintain da facto parity batwaan publishing and 
othar indttstriaa. * w s 

fhis datailad and specific oonarassiooal diractiva concaming 
prapublicatiOQ aimanaas of book publishara was n«var aantionad in 
tha aztanaiva lagialativa history of tha unifoa coat capitalisa- 
Ji^JJ}!If ••^ioa 2t3A in tha 1986 Act. *> rafaranca 

to sactiOQ 2119 appaars anyirhara in tha tast or lagislativ^ his- 
tory of tha 198S Tax Rafom Act. Ko hearings ware held on this 
issue, and no opportunity was given to the publishing industry to 
present ita views. ' 

, Hwwver, Treasury's taaporary and oroposed section 263A regu^^- 
lations take the position that aeotion 2ll9 of the 1976 Act was in 
essence repealed by section 263A, and that all book publisher's 
product develoj^iit costs sust be capitaUia^ under section 261A 
and cannot be oeducted under section 174. This position is incon- 
sistent both with the 1986 legislaUon and with basic principles 
of statutory constructicm. 

Repeal by iaplicatlon, says th* classic aaxia of statutory 
interpretation, is generally disfavored. Further, ss a aattar of 
substance, a very general later law should not be viewed as re- 
pealing a highly specific earlier one. 

Bven if section 263A did override the 1976 provision, capi- 
taliistion of tha publishers' costs at issue is not necessarily 
required. For section 26 3A statea that tha new rules apply only 
to real property and "tangible" personal property, is turn, the 
latter ten it statutorily defined as including *a fila, sound 
recording, video tape, book, or siailar property." As to the book 
publishing industry, this would s»ear to aaan the coats of the 
actual tangible product — plataMking, printing, as well as othar 
production costs. 

1986 Conf«r»nee Beport 

The Conference Report repeats that "application of tha uni- 
form capitalisation rules with respect to production activities is 
liiated to tangible property.- But in a last-adnute footnote added 
to Conference Report (II-308), the ten "tangible property- is 
defined to include* 

"... filas, sound recordings, video tapes, books, 
and otiiar similar property aabodying words, ideas, 
concepts, images, cr aounds, by tha creator there- 
of. Thus, for example, the uniform capitaliiaticn 
rules apply to the costs of producing a motion! pic* 
ture or researching and writing a book. " 

DasDita this murky 1986 legislative background, the proposed 
section 26wA regulations, purporting to find a clear congressional 
judgment in that somewhst opaque Conference Report footnote, de- 
clare that section 263A, as s new Code section, is not included 
within the coverage of section 2119 and that, in any case, secti> 
263A repeals section 2119. The ragulstiona, on that basis, deny 
section 174 treatment for, and flatly require capitalisation of, 
all "prapublication expenditures incurred by publishers of books 
and othar similar property, including payments made to authors of 
literary works, as well as costs incunrad by such publishers <n 
the writing, editing, comiling, illustrating, designing and de- 
velopment of books or similar property. - 

Whan this Treasury position — and its discriminatory affect 
on the innovation and creativity in educational materials that are 
so important to tha quality of American education — was called to 
the attention of members ox the tax-writing con-ittees, a majority 
of both this Committee and of the House Ways and Haans Cooadttae 
wrote the Trassury Department to urge that 
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"Traasury amend its regulations under section 174 ... to 
clarify that publishers' costs for research and develop- 
ment of instructional, professional, and reference mate- 
rials are eligible for the [RftP] deduction." 

By a letter of rebruary 8, 1988, Dep. Sec. McPherson turned 
this request down. Nhile expressing sympathy for the publishers' 
policy arguments, he concluded that present law bars Treasury rem 
easing the pr^lem by amending its regulations. He Indicated at 
"a legislative proposal along those lines would ... be worthy of 
consideration," dtcpenoing on its specifics. 

The result of Treasury's spuming ths appeal of members of 
this Committee and of Nays and Means and insisting on its strained 
and unfair interpretation of the 1986 statute is that the only 
course now open to publishers of Instructional, professional, and 
reference materials is to seek corrective legislation, to clarify 
that section 174 provides them with equivalent product development 
deductions cce^arable to those given to other businesses. 

PR0»06BD CCRRlCn<»r 

The AAP urges that tlie appropriate resolution of this issue 
— from the point of view -^f the Impact of taxes on education, as 
well as on simple eouit^ grounds -* is to afford publishers of 
instructional, raterence, vid professional materials the same 
treatment for cheir KftD cofrts as is afforded other businesses. 
Such action vould be fully consistent with the terms and p;.i:poses 
of the 1986 Act and would prevent the aevere adverse ii^acts that 
would flow from Trjasury's misrea^iing of the 1986 Act as applied 
to publishers' RftD costs. 

By this request, the book publishina industry is not asking 
for special treatment, but only for equal treatment with other 
industries. He are not asking for the creation of ^ special tax 
incentive for developm^t of quality Instructional materials, but 
only for the removal of a jUiJuacentive Treasury insists was cre- 
ated by the 1986 Act. 

Under the correction we propose, section 174 would explicitly 
be declared applicable to research and developmwAt expenditures of 
a publisher of "instructional materials." Qualification as "in- 
structional materials" would be es^ressly llmtted to materials 
pxepared for publication with the principal purpose of use^in sys- 
tematic instructional activities in elem ent a r y, secondary, or vo- 
cational schools, or in post-secondary schools} as reference works 
or technical materials for use by persons in the conduct of their 
professions} or as instructional reference worics, i.e, materials 
published for self -instructional actiTities in tne liberal arts, 
the sciences, or similar disciplines and standard reference works 
such as encyclopedias, dictionaries, and thesauruses. Publica- 
tions not coming within these definitions of "instructional mate- 
rials" would not be covered. 

Further, even for the limited category of publications cov- 
ered, only those prepublication costs that qualify as MD costs 
would be eligible: As explained above, for the publishing indus- 
try, those qualifying costs are the costs of identifying the need 
for a new or improved product, of gathering laboratory data re- 
lated to it, of conceptualising the product, of developino and 
field testing prototypes, of developing the manuscript, of design- 
ing and field testing the final layouts, of making content and 
design changes as a result of such field testing, and of pilot 
testing and adoption procedures. Mot within the Preview of sec- 
tion 174, but instead subject to capitalisation, would be the fol- 
lowingt Advance royalty paymfmts to authors and costs of actual 
manufacture of the books or o'Jier products, including pUtemaking 
costs (material, typesettina, film making and labor}, as well as 
production costi (paper, ink, binding. Jackets and labor). 
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-ouldf^' ~tt.«'« adoption of th. propo.^ «i«Kl>.at 
- Corr^t «v l-prop« lnt«pret.tlaii of th. 1986 Act, 

SiriSJ^.'JStS^siSfiS,'"'**^"- •'^ 

jSuJh^r""* ""-"^ity br «>actlo«i book 

tor., leading to th« arauloos situtl&i in lAlXth* oMtS o£ 
•xanlo, aro not •llglfil. Jor tbo dMlncUon, bat th« cost of 

SS!li?£i"L!L£r'SlI?^'2f Pf?*XJ^ ^ ln«or«ation on • 
conpatisr scr«tn Honld bt •liglbl*. 
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Statement Of 
Ihamas P. Brady 
Vice President 
Baltjnore Gas and Electnc OGn|>any 
fbr The 

Senate Finance Camuttee Hearjng 
On Tax Incentives Fbr Educatjon 



Itie Baltimore Gas and Electrjc Con|>any (BGcE) urges the Oxinutter 
to suppart Senator Daniel P. Haynihan*s bjll, S. 39, to restore Tax Code 
Section 127, \^}ch provides an inromp exclusion for enployer sponsored 
educational assistance. 

tnthout Section 127, thv taxability of benefits received tvxter an 
edurationaj assistance progron is determined by the nature of the courses 
provided. Revenue Ruling 76-352 provides that any program Oiich includes 
courses that are not specifically job related, results in taxable income to 
an eiployees participating in the program. Uhder such a progran, only 
tlufie oiployees who meet the requirements of Treasury Regulation Section 
1.162-5 are entitled to a tax deduction for the education expenses. Ihjs 
regulation generally provides that to be deductible, education must be -ydb 
related and must not lead to qualification for a new trade or busjness. 

In effect, the expiration of Section 127 rreates an inequity that 
discriminates against lower income oiployees who can least afford to pay 
taxes on tuitic^i assistance. Iheae eitployees, tending to have narrowly 
defined 30b escriptions, have a difficult, if not uipossible, time jn 
demonstratr, that they meet the specifications of the above Treasury 
regulation Taxing educational assistance benefits iwy deter these lower 
level aipl.jyees from enrolling in educational programs, thereby keeping them 
locxed into poorer paying jobs. 

Section 127 is an uiportant tax incentive th.t helps assure that 
Anerica's vork force is well trained and ccnpetent. As a nuclear electric 
utility, BG4E believes such training is of vital inportanre. Fhr exanple, 
the CoRpany*s educational assistance program is used to provide some 
aiployees with the opportunity to obtain college degrees in the field of 
nuclear science. In this way, the program enhances the skills of nuclear 
operators lorkinq in a oonplex enviroranent. In addition, the Gonpany's 
edxration progron provides training for enployees in many other inportant 
fields. Section 127 assures that enployves do not suffer adverse tax 
consequences **iile receiving this education and training. 

AllCMing Section 127 to expire is contrary to the other tax 
incen tives that serve to inprove our country's edge in global economic 
oonpetition, such as the research and experimentation credit. The need for 
such incentives is recognized in the Presj dent's budgetary proposal for 
fiscal year 1989, **iich reconinends that a tax credit for research 
expenditures be permanently established. Because educated and well trained 
personnel are required in the performance of research and development 
activities, the restoration of Section 127 should also be part of a tax 
policy designed to enhance our Country's ability to conpete in the world 
market . 
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My nam* is William R. Betlstt. I hovt been interested and concerned about tax 
Ineentivet for eAicotlon for many /ears, both on a personal ond vi organizational 
level. On March 15, 1988 a hearing on this topic was held by the Senate FinoKe 
Committee, and this written stotemeot Is Intended for Inclusion In the record of 
that hearing* 

Let me begin by sa)flng that my own personal success Is ot ieost partially due to 
tax-free Eifiployee Educationol Assistance (EE A). Over the years, I hove used 
corporate tuition refund programs to maintain my job icnowledge ond skills by 
gaining necessary education. 

MY PERSONAL INVOLVEMENT WITH EEA 

While employet; as on engineer at AiResearch Monufocturing Company located in 
southern Calif omio, I used the corporote Educational Refund Progr ?m that 
company provided to improve my technical and management skills. As I started 
in my professional career, I hod realized thot the only way to "^t (tf>eod" was to 
stay aheod~e<^tionally. At various times, I attended classes leading to a 
Master's Degree In Mechonlcal Engineering and to o Master's Degree In Business 
Administration! I did achieve both of those academic milestones. 

But these were hard times financially as 1 strove to achieve these goals. The 
availability of tax-free educational assistance mode thrse goals possible. 
Without EEA 1 may not hove obtained the education, and it certainly would have 
tdken a longer period of time. 1 also know it would hove tdken longer to of ford 
that additional education if 1 hod hod to pay tox on it. 

CORPORATE INVOLVEArtENT WITH EEA 

In 1979 I became the Training Administrator at the some orgcnizotion. It Is o 
aerospace company with over 6000 employees, and one of my duties wos to 
administer the company's educational asi* stance. 

Each year hundreds of employees used the voluoble Tuition Refund Program to 
better themselves on the job. For the company to try to conduct the myriod 
training ttself would hove been an insurmountable task. But, employees used the 
cducotlonol oalstonce to maintain and improve their job knowledge through 
formal education, the some os I had. 
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t hove totked with many of those employees, ond I hove osked obout ths;r use of 

tho progroau Becoust of costt many individuals felt they would not hove been 

oble to oontinut their education without tuition oidt and some felt that they 
may not hove been oble to do so even If they hod to pay ont]^ the fox. 

Over the years countless employees in countless orgonlzotlons hove benefitted 
greotly from the tox-f ree status of EEA. Many of the disadvantaged classes 
hove especially been helped. Worier, and minorities hove been able to iH-eak 
out" of their stereotyped and tower-level Jobs. I, myself, know this to be fact 
due to the observations I mode as th<e top troining professional in the company. 

Another important point to be mode is that the ^ontpony olso was able to 
maintain its competitive "edge^ by molntolning o high level of technical 
knowledge and skill. A hfgh-tech oerospoce company needs highly quolified 
employees Ui the tedvitcal oreosj hiring employees away from r^her companies Is 
u short-term answer tttot is not o f Inol solution. An obvious disincentive Is to 
require employees to obtain educctlon thot would benefit the orgonlzotion, but 
¥which would financially penalize those some employees by having them pay tax 
on the education. 

It is only with education thot our country hos been dble to come to the forefront 
OS one of the industrial giants of the world, and It is only with education that it 
will remoln so. To require toxotkM) of educational benefits will only weaken our 
entire system. This is another o short-term answer, but this time to natk)nol 
budgetary problems. To quote on old saying by Burton, this appears to be o 
policy of being, 1>enny wise, pcund foolish." What on the surfoce oppeors to be a 
way to save o few million dollars In hard currency over the next few years I feel 
will end up costing our country irreparable domage thot will eventuolly odd up to 
o loss of billions of dollars In brolnpower to the U.S. 

Over the last few years the process of 'Vm ogoln-of f ogoinF toxotion of EEA hos 
added o feeling of uncertolnty to those who need o nwre soiki base than most 
Americons. These ore people who are trying their best to improve their own 
knowledge, while ot the some tkne Juggling their work and personal lives. 

tefk odd o meoMre of stobillty to their lives} lefs not penolize them for 
Improving their minds ond their Job productlvityi LETS MAKE TAX-Ff^ 
EDUCATION AVAILABLE TO AMERICAS WORKFORCE-PERAAAICNTLY. 
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STATEIIENT OP 
THE BURGER KIHG CORPORATION 

Mr. Chaiman and K^nb^rs of the Co^rTnittaa, Burger 
King corporation is pl^s^d to Subait this statement in support 
of S.39, legislation pending in the looth Congress to nake 
penanent the exclusion for employee educational assistance 
under Section 127 of the InUrnal Revenue Code. 

The Coapany's support for tn.is legislation emanates 
froa a philosophical coaaitaent to eaployer-assisted education, 
as well as froa the Coapany's success in administering its own 
section 127 educational assistance prograa. Ai en employer 
providing jobs, training, and direction each year to more 
than 50,000 hourly-paid eaployees nationwide. Burger King is 
keenly aware of the importance of education and training to 
the people who will shape Aaerica's future. 



Treasury Opposition 



The TreesuryDepartaent opposes s. 39. The Department 
states that Section 127 "creates an inequitable distinction^ 
bstween taxpayers and, in addition, has not principally 
benefited those most in need of assistance. The Department 
further estimates that the total revenue loss of reinstating 
Section 127 effective January l, 1988 would be $275 million 
in Fiscel Year I98t and approximately $400 million annually 
thereafter.!/ 



The Treasury Department's views should not be accepted 
as e basis for failing to reenact section 127. Burger King 
believes that Section X27 should be made Dermanent , «nd, if 
Bodificatians are needed to eddress the Departaent's concerns, 
the Section should be aaended eccordingly. 

Ssction 127 does not creete inequitable distinctions. 
It provides e retionele basis for encoureging e broad range 
of eaployers to help employees improve their skills end better 
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thcmselvea. To say that Section 127 creates or encourages 
"inequitabla diatinctiona** fail* to recogniza the underlying 
Congreeeional purpose for its original enactment — "to provids 
greater educatior^^l and econoaic opportunity to those who 
hav« had liaited ^coeee in the paet end irtio are leaet able to 
pey. . . ".i/ Moreover, in the CoHpany*e experience, Section 
127 hes* in feet, beR««.ited those noet in need. The Coepeny 
aleo believee that the revenue impact may even be positive in 
the long tern. 

The Suoceee of Section 127 

In support of ite poeition, 'the Treasury Departeent 
citea various 1984 rsports compiled by the U.S. Department of 
Labor. However, the nation 'e economy hae changed dramatically 
eince 1984. The overwhelming impact of technological 
advancement eince that time, and the clear and present danger 
to our country from intenss intsmstional competition that ie 

bearing down upon us today make looking to the paet 1984 

or any other time in our country 'e history qussti enable 

ae a basis for svaluating ths futurs benefite of pending 
education legielation. 

The Company believes that the 1985 direct eurvey of 
319 companies conducted by the American Society for Training 
and Development ("ASTD") providee a more reliable baeie to 
evaluate S.39. Unlike the reporte ueed by the Treaeury 
Department, the eurvey specifically addreeeed Section 127. 
The findinge of the eurvey comport with the Company *e own 
experiencee from 1985 to the preeent. The eurvey found that 
employee educational aeeietance: 

Ie offered by e broad and diveree croee eection of 

employere ; 

Ie utilised by employees at different compeneation 
levele with the higheet concentration in the low- 
to-middle income renges^ 
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Helps laid-off vorkars to obtain nav akills; 

Allova aapioyars to offer cost-affactiva prograM for 
upgrading skills of mmplofmmt and 

Encouragss workers to kesp up to date with new 
technological and induetrial developaante. 

According to the ASTO rspoct, a cXsar connection 



sxists between e^loyer-provide* educational assistance on 
the one hand and an increase in produc ity nnd ii^roveeent 
in basic educational ekills on the other. 



Ae stated, the Company's own experience supports 



the ASTD findings and desonetrates that those aost in need*- 
youth, ainorities, and other low* incase taicpayers — are 
the principal beneficiaries. 



In 1985, Burger Xing introduced its Section 137 



Crew Educational Assietanoe Program ("CEAP") after conducting 
a pi^ot progrsB in the Coapany's New York and Atlanta regions. 
CBAP was specif ically dssignsd for tiM nearly 90,000 hourly 
restaurant crew worksrs aoroaa the nation whose annual inooas 
ia appcoxiastaly $3,500. MsaagsMUiit-laval eipioyaes do not 
participate-lnTtha progrsA^ CBAVPa stated purpos e is to assist 
crew aaabera to obtain poatr-seoondary achool«.acadeaic or 
vocation education and training. 



Ninety percent of crew aaabers using their CEAP 



funds are attending college, while ten percent have chosen 
vocational education. • Sane CEAP participants go on to beeoaa 
hairdreaaers, while others etudy engineering and aedlcine. 
Still othera r«tun» to Burger King ^ to participate in the 
Coapany*a KanagaaaRt Developnent Program, going on to becoae, 
for exaaple, restau^'ant nanagers and Coapany accountants. 



Iba Burgar^lCing Plmn 
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Burger King's •xpttrl«nc« with bcth its pilot prograu 
and th« actual 2rw Educational Assistanca Prograa h^a 
rainforcad tha coapanyia support for aaployar--assistad 
aducation. Tha banafits ar« apparant. Evployaa umovar is 
raducad, and tha Conpany racogniias raaX savings as hiring and 
trrining costs dacraasa and rnqployaa productivity risas. 

Of spacial significanca in tha Burgar King CEAP 

programs is tha positive impact on thoaa individuals trho hava 

traditionally had liaitad accaaa to aducational and aconoaic 

opportunity — • young p^opla and winoritias. Our youth and 

f 

minor itias, unfottunataly, hava of tan baan ralagatad to lov- 
paying joba with littla prospact of advancamant, and hava 
baan hit hardaat by Amarica'a daclining invaatsant in ita 
huaan raaourcaa. Bacauaa so many craw saabara in tha faat- 
food aarvica induatry ara young, pinoritias, and otaar claaaaa 
of lovar-inooaa individuals, Burgar King and othar sajor 
coapaniaa in tha induatry ar« in a uniqua position to Mtarially 
ancouraga and ^aaiat thaaa aaploy«aa to continua thai? adui^ation 
and bacoM aora product iva. Claarly Saction 127 ahould ba an 
aaaantial part of an rvarall national aganda for aducation, 
paraitting tha Co^>any and otnar major anployara to contributa 
in a aaaningful my. 



Ravanua lapaot 

Although tha Traaaury Dapartaant astiaatac that tha 
rainsta^aaant of Coda S'^ction 1^27 will produca a nagativa 
ravenua impact, tha Company baliavaa that tha long*tara affact 
of continuing «vployaa aducational . iatanca programa ahould 
ba "ravan^M poaitiva.* 

Exiating data indicataa that midd.^ and lowar laval 
amployaaa ara tha largtat banaficiariaa o. ^loyar-providad 
aducational aaaiatancat 72% of participanta in .educational 
aaaiatanca cour » aam lass <iian $30,000 par yaar, and 22% 
aam laaa than $1S,000 par yaar. As a group, thaaa individuala 
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ar« lov*brack«t taxpayers. And acccrdin<,ly, th« lncQi.« fe^v 

particularly trua in tha ca«a of tha Coapany (and tha f ast-food 
aarvica induatry in ganaral) bacauaa 7S% of tha labor forca 
ia undar tha aga of 21.V 

Koat aaployaaa utilisa saction 127 aducational 
aaaiat«nca banaf ica to laam baaic litaracy akilla and to taka 
coursaa at tha undargraduata laval to obtain an aaaociataa or 
bachalor's dag^. xhua, section 127 ia principally halping 
laaa akillad and adueatad vockars vho will banafit tha nost 
from furthar aducation and training. , i^provad .kill, through 
aducation laad to upward aconoiUo nobility — up tha laddar 
to battar joba — and comnaurata highar aalariaa. Highar 
aalarias, in turn, naan hi«Aar tHm i^^ 



Finally, bacausa tha aaming of aducational banafits 
ia of tan linkad to continuous aarvica raguiraaanta (as in tha 
COEpany*a plan), tha govamnant ahould actually collaefc 
BiXEfill^_taX («■ distinguiahad fron incona tax) than it otharwlsa 
irauld had tha anployas taminatad aarvica. Eaployaas who ara 
givan tha opportunity to aam aducat^.onal banafita through 
continuad anployi.ant raspond. Thay work longar, unintarruptad 
parioda, contributa nora to tha aaployar through raducad 
tumovar and graatar productivity, and ultinataly pay aora 
into tha social sacurity aystaa. Tha additional payroll tax 
cbllactad through continuous aaployaant should off sat any 
possibla loss of ravanua frrn tha incona tax in tha short tara. 



Conclu sion 



Tha Company's CEK9 program and othar privata programs 
of which tha Coapany is avara hava vorkad affactivaly within 
tha original purpoaa of Saction 127, and accordingly, tha 
Saotion should bs madm Btmnflnt. Purthar, tha Dapartmant's 
oonoamm may fea^aMrmsMd tftranghL appropsiatm modifiomtlonm^ 

if IMOMMCy* 
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Eaploy«r -provided •ducat ional assistance undar 
Saction 127 plays an important rola in tha partnarship batvaan 
Aaarican industry and tha AMrican work f oioa. mvata industry 
can aaka a unlqus contribution to tha continuad aducation and 
training of Aaarican vorkars; Aaarican vorkara, in rssponsa, 
can bring this country to ita highsst aconoaic and coapatitiva 
potential . By ksaping prograaa auch as ths Burgar King Craw 

s 

Educational Asaistancs Prograa in placa through tha raanar jMnt 

of Saction 137, ths Congraas will b fm daaonst rated its 

coaaitaent to aaking this partnership work. 

ff 

Burger Xing Corporation is pleased to subait ite 
views to ths Senate Financs Coaaittse and urges the Coaaittee 
to act positively for eaployes educational assistance. The 
CoapAny would be pleased to discuss further the coaaents aade 
herein or any aspect of its previous subaiseion to the Conittee 
of October, 19 87. 

Respectfully subaitted. 
Burger King Corporation 



^ Stateaent of o. Donaldson Chapoton, Assistant 
Secretary (Tax Policy), Departaant of ths Treasury before the 
Coaaittse on Finance, United statee Senate, on March 15, 198t, 
pp. 4-6. 

2/ S.Rept. No. 1263, 95th Cong., 2d Ssse« at loi. 

^ Survey conducted by Aaerican Society for Training 
and OavalopBsnt, Nay, 1985, on Cqployae Educational Assistanos, 
Sss Table 6. 
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nOOOofetMloulMid ModAddrMi 
indipindimtOH 60194681 
M-447*3nO OMlond,OH44tOM6a 



April 6. 19U 



Ta The Senite Fioincc Cbnmittee 

KZGARDINO: Tix 3titut of Fmployee Educitionil AtsisUnce (Stccion 127) 
The United Sutcs hii developed ■ unique culture. 

It would be difficult, if not imponible. to chiose.thit culture without litnificant personil 
'riumi for milliom of people. • Fcr»on»i 

Cull^ure in ortiniutions iid institutions ]| just is importint to people u thit on ■ nitionil 

rrii' Jllllfll!!'^'''* ''"P expcclition of encouritement 

■od commendition for employees who hive interest in improvint their educationil level. 

L'Lrf^tTtJ .■J!'* l^'Tl^ »f comPMics encourtie employees to .viil themselves of the 
hi" .^nf ;i l^n becktround. Althoufh the doll.r. these comp.nie! 

hive spent his been tix deductible, the tovernment his indirectly tiined money throuih 
h.iher tixible Incomes of degree eirnert. md bectuK tuiUon i id other fees hive fouJd 
their wiy Into the tixible ireit of the economy through the educttionil institutio^ 

Abindonint this deductible stttus miy be seen is closing i loophole, but I believr it will 
hive I fir reaching detrimentil effect on ill of us. I believe, for instinoe. thit ihTs .«T«n 
will result in the following ninifestitioni: ini«nce. tnit this iction 

Lower employee (ind fimlly) morile. less productivity (now md ultimiitely) 
incretied irrilition lod f rustrition leveled igiinst compinies viA loLnm^^^^' 

Do you know thit in some cases the monies we ire required to withhold 
represent the totil imount of in employees* bi-weekly piycheck? 

Lower overill levels of educition in the country, less people toint to schools 

S^o7rr:*' «'»<»^^«* "^-^ Icvds of'iicomcTo 

profeuors ind other teschers. fewer dissrooms filled, fewer jobs for people in 

s«f7erin.%\Vmir?'"^ "i'?*" professions, the more prestigious rescirch schools 

1 hive talked with md heard from Humin Resource Lnd Personnel executives fram do,«i.t 
of companies. To be sure, they i,e not uniniaous in their tMnking or^lcHons? bufmos 
ultima ely come to the conclusion thit the ibindonment of the tw dcTuc ibie su J? of 
educitionil ittistonce will hurt their compinies md their country. ^'^ 

S?l'L'n»'''Ii'?K ^ luS" "^7 "»«rned ibout the impict of tixing educational assistance 
?n ^^e i.7 ta V ^^""^"y subsidiaries. For example. ,o ?« 

l-S^a^n^^sT^^^^^^ specialists/profcssionafs!*/^^^^^^^^^^^^^ 

The scholastic awards students are high school graduates who have gone on tc colleie ind 
are sponsorel by our company in a coH>p program. * 
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At yo« caa tee fros the breakdown of the participaats ia our Educational Auistanee 
Program, only 53 of the 705 employees were in supervisory positions. This certainly does 
not support the Assisunt Secretary's suggestion that 'higher psid professional and 
administrative personner are the main benefactors af the Educational Assistance Program. 
In fact, 6S% of the participant, at Centerior Energy are io the off ice-clerical/tecbnicial, 
nnion and acbolastic awards categories and I can't believe we are atypical in the business 
conuniinity. 

Likewise, our experienc docs not support the Assistant Secretary^ claim that there is a 
substantia] revenue cost Here at Centerior Energy, lower level employees who ohtiia 
college degrees are eligible for promotion into our specialist/professional Job groups. 
Without college degrees, many of our office and union employees would remain ia the 
lower paying jobs. With a degree they frequeotly receive promotions involving higher 
saliries. This translates directly into the paymeot of additional tax' < at the federal, state 
iBd local levels. 

For example, out of the 705 participants in o jr E/jcational Assistance Program, 661 are 
punning degrees. The majority in all probability will receive promotions, within a few 
years following graduation. 

Further, this only reflects the current situation. Of our total of 9/)00 employees, 
additional hundreds are in more satisfying and rewarding positions now because of the 
Educational Assistance Program. « 




encourage inem lo ao m». tn^ — • rirTvl 

people will be less enlighteoed and our culture will change. 

1, therefore, urge yon to reinstate the ux deductible «atns of educational 




director 

Human Resources 
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C^XK A inc 
5?00 Buff mgion Ro*d 
Atlanta Gcorgta 30349 
T*icphont 40« 76S 6060 

The present and future ability of the* United 

compete in the glob:^! market place depends 
directly upon the education and training levels of our 
woirkforce. The United states should encourage all of 
its citizens who seek to improve their skill levels 
since en educated, trained end motivated citizenry is a 
fundamental requisite to restore economic integrity to 
the American balance of trade* 

The restoration of Section 127 is essential to 
help Americans gain skills that can orevent America 
from regressing as the dominant econ^ic force in the 
world. It is absolutely vital that Congressional z«al 

reduce the budget deficit not claim such programs as 
employee educational assistance when the short term 
savings to the Treasury may ultimately reverse 
exponentially. 

The Chick-fil-A scholarship program has provided 
in its eighteen year history funds to 4,331 oaployees 
for pursuit of higher education. Mny of the re- 
cipients would not have matriculated and others would 
not have continued their studies without the financial 
aid provided by our scholarship progm. 

The table below presents a summary of key 
tistics of the Chick-fil-A scholarship program: 



Year 


Number of Scholarships 


Amounts Awarded 

This Year Cumulative 


1970 


X 


$ 1,000.00 


$ 1,000.00 


1971 


0 


0.00 


1,000.00 


1972 


0 


0.00 


1,000.00 


1973 


I 


500.00 


1,500.00 


1974 


8 


8,000.00 


9,500.00 


1975 


IS 


7,086.39 


16,586.39 


1976 


43 


45,244.11 


61,830.50 


1977 


71 


67,902.20 


129,732.70 


1978 


73 


70,989.76 


200,722.46 


1979 


1*3 


142,504.01 


343,226.47 


1980 


228 


226,903.06 


570,129.53 


I98I 


372 


372,720.35 


942,849.88 


1982 


399 


402,897.67 


1,345,747.55 


1983 


561 


561,386.64 


1,907,134.19 


1984 


547 


545,509.03 


2,452,643.22 


1985 


557 


555,549.81 


3,008,193.03 


1986 


575 


575,200.00 


3,583,393.03 


1987 


670 


669,494, 


4,252,887.53 


1988 


67 


67,000.00 


4,319,887.53 
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Tha excerpts that follow are taken from letters 
received frooi some of the individuals who have received a 
ChicK-fil-A scholarship. 

• "If it weren't for this money I probably would not 
^ hm attending college this year.** 

Diana M. Banzing^ Redfordr VA 

**...for giving ne the opportunity to earn my $1000 
scholarship. The scholarship money will help me 
finish my last year at Lamar University which is a 
big help financially.** 

Sara Henckel^ Beaumont^ TX 

• "Hark would like to already be in college but 
unfortunately his parents are divorced and money is 
extremely tight for him and his mom. (A) Chick- 
fil-A scholarship would allow Mark to get that 
first start in college.** 

Jim Morkman, Chick-fil-A ef Killeen Mall, Killeen, TX 

• **The scholarship will enable me to finish my 
education.** 

Sharon Heiman^ Beaumont^ TX. 

• "I kn^w my goal was to go to college. The only 
thing • .stopping my decision was money. Thanks to 
you, you're ..helping me start a future I am 
determined to have.** 

Mi Choi e Nelson, Sioux City, lA. 

"Thank you for giving students like myself tha 
chance ..to take their education further." 

Patricia Thrasher, Homestead, PL. 

. "I too wish to express my appreciation upon 

receiving ..my scholarship. Striving for a college 
education is a ..goal that will be much easier to 
reach with that bit ..of financial help." 

Rebecca Ann King, Lufkin, TX. 

"My work effort at the Cordova Mall .. .taught me to 
ba ..responsible, consistent and how to set and 
attain ..goals, it culminated in your generous 
scholarship." 

Paiga If. Rosenau, Pensacola, PL. 

"it is nice to know that your organization goes 
beyond ..what they have to do for the employees and 
offers ..these scholarship awards." 

Hendell Myrick, Knoxville, TM. 

"I'm in college now thanks to you. I %«ould like to 
thank you for the scholarship, because it has 
helped . .me greatly." 

Reyton Chitty, Virginia Beach, VA. 

• "I M presently a freshaan at Putman tlnivei^ity.- 
and ..this scholarsliip will greatly aid th4» 
financial burden ..of attending a private 

uTtivarsityt* 

Lara Gilmore, Greenville, SC. 
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"X received the Chick-fil-A sholaiship, and (there) 
MBS a 9xeat blessing and burden lifted from our 
shoulders 

Britt Ratledge, Johnson City, TM« 

sincerely appreciate your interest in employees 
t4)o • .aspire to a higher education and the 
assistance you ..give th9...the aoney I receive 
froB the scholarship ..will certainly help to 
offset the burden of ay tuition ..and rom and 
board." 

Chris Lorsung, Indianapolis, ZM. 

"nianke to your generosity (Z) have the opportunity 
to ..get back to college. An opportunity z not 
only ..greatly appreciate, but one Z will use to 
the best of ..ay ability." 

Tia Dewan, ^Indianapolis, ZM.' 

"...Z am able to attend this college which %fould 
have ..been oat ofay reach were it not for your 
scholarship." 

Rocco J. DeSterano, Maples, PL 



• "Z think what Chick-fil-A is ng to help young 
people start college is tpondertjl. As a parent 
with ..two young sen starting college at the saae 
tiae Z can ..really appreciate jthis help." 

Mrs. Noraa Jean Moore, Taapa, FL. 

these coaaents illastsate the iapact of our scholarship 
on the lives of people who are striving to iaprove 
thMselves and their country. Zf benefits sevh as these are 
taxable incaae to tho recipients, the dilutlarr affect on our 
econoaic well being will hm- prasent for generetions to 
coae. The private sector should not have its incentives to 
iaprove the Aaerican workforce diainished when the castcof 
doing so will ultiaately be borne by-.rU Mericans. 

The restoration of Section 127 should be iapleaented as 
soon as it is practical. 



CHZCK-FZL-A, ZMC. 
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COKEnergy 



OntlMnStoMl 

CamMdoti IHmrtmnifi «142«1S0 



April 11. IMS 

I aM writing to axprMS ay of why ^Biployor-provldod 
•ducat I on tuition should not bo taxoblo. 

ComnonwoAith Cnorgy $ytt«n Is a wholly ownod public utility 
holding compony botod In Canbrldgo, Massachusotts. Wa have 
two thousand alx hundratf (2.000) aaiployaas living and 
working In central, aastara and aouthaastarn Maaaachusatts. 
Wa hava long baan conailttad to providing all of cur 
anployaos with Job sacurlty and^ opportun I ty for parsonai 
growth, whanavar possibla. An Important facat of this 
coaMiitaioRt Is pronoting educational opportunltlaa with a 
liberal educational aid plan. 

Our plan ba c awe even nore llbaral In 1971 when we started to 
reimburse lOOft for tuition, books end mater le Is for courses 
relatad to the buaineas. While we believed the plan was a 
auccaaa. we found thet many aawloyaas who had the most to 
gem from the pien could not efford to pay the tuition In 
advance end wait to be reimbursed after tha> completed the 
course. So. In 1988, we changed the pi en to advance the 
peymant for tuition. The results were greater then we 
anticipated. 

In 19S6, one hundred and seventy (170) empioyeaa 
participated; In 1986 (when we changed the plan) three 
hundred and eighteen (318) anployees pertlcipatad. Thia 



aeventeen (417) pertlcipatad which represents another 31% 
Incretse. Now we fear that once egain many employees will 
have to drop out of the Plan because by advancing tham the 



an unusually hersh burden on many who ere least able to p^y. 
This burden of eddltlonai taxes Is else counterproductive if 
we ere to prepare employees for retraining in an ever 
chenging workplace. 

Many of the types of coursea taken are to advence within the 
company. Wa encourege this type of initiative es the ever 



ncrease of 87%. 



n 1987 four hundred and 



tuition, they mui 



:ed amount. 



This IS 




adyencea, in many instances, wll 
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eliminate jobs. For Instance, new tecri->ology In meter 
reading will eventually eliminate this position. We are in 
trie process of incorporating new software which will 
eliminate the need for data entry operators (keypunch). The 
new software will le» ^en the need for progrMmers as users 
will have the capability to manipulate the data themselves. 
With virtually a terminal on every desk and voice mall 
capabilities on every telephone, the need for secretarlos 
(as we know them) will change. New titles such as 
administrative coordinator or administrative assistant are 
already replacing the secretary title and their duties have 
Shifted from typing and shorthand \o those requiring 
management skills. As jobs are eliminated, new skills are 
required to keep our employees In the workforce. They must 
attain these skills through education. 

Traditionally, the public utility Industry has difficulty In 
recruiting electrical and power plant engineers. We must,, 
therefore, encourage employees to pursue education unique to 
the Industry. However, this will become more difficult If 
the employee is taxed and has to reach Into itls/her earnings 
to make up the difference for the tuition payment. 
Our company, whenever possible, fills positions from within 
th< organization. To prepare oneself to qualify for 
prcaiotlons, education, coupled with experience, is an 
important element. A person shows initiative k»y attending 
an Institution of higher education or a technical school, 
education Is a factor that is heavily weighed for successful 
Job bidding. Taxing education stifles Initiative because 
many people who wish to advance within the company cannot 
afford the tax burden imposed on them. 
Our company Is also ccmmtted to an affirmative action 
program, whereby, we encourage the promotion of qualified 
minorities and females, in order to become qualified, 
important avenue Is education. We fear the tax burdan will 
be c ome a significant roadbiocfe* 

Many employees, before entering the workforce, eannot afford 
hiftier eduoatloii. Ther l«olt*for oonprniee tttati offer . 
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assistance In developing their careers. T>e company 

benef Ita because we are able to develop our own managers and 

technical experta. Theae people have worked their way 



induatry reaulting In a atronger company. Once again, only 
thoae who have the resourcea before joining an organ nation 
wll 1 be educated. 

We are all aware that additional revenue la required to pay 



economics of the isaue, aa people advance In the company 
their salarlea Increaae and they pay more taxea. Therefore, 
the untaxed education will ultimately aupply more revenue 
than taxing up front. 

To compound the problem, the burden of Job reiatednesa la on 
the employee. Moat employeea do not have the reaourcea tr 
face the iRS Individually. Many employeea will require a 
tay consultant — another added expense. The IRS rulings are 
complicated enough for tax accountants, lot alone the 
average employee. Alao, the problam of over /under 
withholding further complieatea the isaue. 
Responsible government ahould promote education for everyone 
and It ahouid be made tax free permanently . 
Reapeet fully submitted, 



through the ranka thereby having more experience in the 



off the national debt. If we look at the supply aide 




Chrlatlne E. Conrad 

Sr. Management Training Special I at 



- 4 
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Uhlmsty 



March 18, 1968 



OMMtffit 

CI»««iand.Oh«44ii5 

(21«)<Jir-3544 



TOt 



PRONt 



SUBJECT t 



n« CoMltt** on Finance 
TIm Onitad 8t«t«s sanate 

205 DirkMn Bailding 
Washington, d.C. 20510 

Dr. waltar B. waatjen 

Prttidtnt, Clairalaad state Univaraity 

Clavaland, Ohio 44115 

^" '•^'^ °' ^ Hainstata 
Section 127 of tha Intamal Mvanua Coda 



At pratidant of Clavaland Stata Univarsity, ▼ ^^imit ^hi» 

Si^JoS ?I?^L^" "^T* Lgi.lation to ^Sj^.tS^: 

Section 127 of tha Intamal Ravanae Coda. 

Section 127 vet allowed to expire Deca^r 31, 19d7 due to 
Congrattional concern that the tax rev^nuei^e a nacessaS 
^S?2!I?2* ^ **^??* deficit reduction agraeMnt forged with 
^ •lA«lnation of thii exclusion frc« 
groaa incoMe coald generate considerable tax ravenuss, it i% 

laia SS^rSSenSJi? ' •^loy*«»r and ultiwtaly those very 

H«-4 J!«i°r helped make it possible for coKpanies and 
buaineirass to offer educational assistance to their erolovees l« 
S^^'J^i?£ir*J^ PTfbr«ancs, train the- for SL*5Sb2^*:y So 
proacce career advanceMnt. if congress chooass not to reinsta^a 

Studies, and staff Davelopsent will be jeopardixed. conaniea 
and buainessea that in the past offered^iii^lii iduc^SSwl 
SJ^JiS;''!!: "^^^ •"PT^iance a declining '1^21? in ?h«e 
SJ2a%T;ce'*SeTrSSi?]:V* ^ ^ 

exMD^on! !^ *7P^**^!? ^^^"^^ benefits on which incove tax 

fl^V^^S"***}*- the exclusion from groaa 

i3S2!?i!i J"***" S^ftion 127 for en>loyer.paid e«ploye2 

educational aasistance has been on<v of the few that llaS 
^r^i^ili.^''^*? P«foM«nce, and career ISvinSiSent 
«SSf !i • This in turn leads to greater 

revenues are derived, m easencs, section 127 as an income tax 
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lurch IB, 19es 

8tat«Miit to COMdtt«« on Finance 
Tli« united States Senate 
page tifo 



In addition to the sound public policy and economic 
developMnt reasons behind the Section 127 exclusion, it is also 
iaportant to note the extreae adainistrative burden that 
eliBination of the exclusion ha» caused universities f and 
businesaes throughout the country* 

Por exai^le, Cleveland State University anet now withhold 
additional federal taxes froa the checks of thoee employees and 
graduate assistants who have received staff developiMnt or fee 
reaission benefits for graduate professional couraee. This 
process has been extreaMly ouaberaoae due to the aaount of tiM 
it takes to identify all of those individuala« Aleo, because 
students aay add or drop eouraes until well into the term, our 
registrar will have to wait until the final add/drop date has 
passed during each term before being able to coapile an accurate 
list of those students receiving the above benefits. The 
University has also had to undertake, at soae expense, 
notification of all those eaployees, explaining to thea that what 
in the ^st was excludable froa their gross inooae, is now a non- 
cash fringe benefit subject to the federal withholding tax. 
Finally, the additional withholding out of those e^loyeee' 
paychecks has to be ooaputed aanually, as opposed to by coaputer, 
which again is costly, and tiae-consuaing • 

The loss of the Section 127 exclusion has not only been an 
adainistrative inconvenience, but it is a treaendous economic 
loss to all those eaployees who in the pest have enjoyed the tax- 
free benefit of eaployer-^id eaployee educational assistance* 
Should these prograae start to be pha*ied out due to decr«*»scd 
aaployee participation, the loss of the Section 127 ex^^lusioi 
will undoubtedly result in a aarked decline in tax reve>:ues ai* 
well. 

For all of the foregoing reasons, I urge your support of 
S.39 to reinstate the Section 127 exclusion. On behalf of 
Cleveland State University, I would like to thank the meabers of 
this esteeaed legislative coeaittee for giving this aatter the 
tiae and consideration it so deserves. 
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Comments of Cri.y Rcscnch, hic. 
Cray RaMsrcb, inc. appraciatas tha opportunity to aubait 
?S^?** ^^^^^ ^« of Eaployaa Educational Aaaistanca 

(Saction 127 of tha IRS Coda) - Tha niaaion of Cray Raaaarch ia 
to daaign, aanufactura, aarkat, and aupport tha aoat powarful 
co^putar ayataas availabla. Thaaa coaputar ayataaa ara battar 
nHnm aa auparco^tara. Today, Cray Raaaarch auparcoaputcra 
account for approxiaataly two-thirda of tha vorldvida inatallad 
haaa of thaaa high-^parforaanca ayataM. i!ha coapany aaploya 

P«5pl« and oparataa aanufacturing and davalopaant 
iJ^'^iJ^^** ^.ChiPPwa Palla and Rica Laka, Wiaconain and in 
tha Minnaapolia, Ninnaaota araaa. 

Vi^^^ atrongly urga you to aupport th% axtanaion of 
intamal Ravanua Coda Saction 127 ralating to aaployar-providad 
aaaiatanca tax proviaiona, which parait an aaployao to axcluda 
froa groaa incoaa aducational aaaiatanca providad liv hia or har 
aaployar, axpirad Dacaabar 31, 19%7, 

* graat concam to ua at Cray Raaaarch fox many 



raaaonas 

1. 



^apatition in tha auparcoapntar induatry, aapacially with 
tha incraaaing foraign coapatition, raquiraa that our 
aaployaaa ba aa highly tralnad aa poaaibla in araaa that 
go bayond what ia actually raquirad for a apacial job. Aa 
wa puah into naw tachnological frontiara, oaployaaa ara 
finding thaaaalvaa in aituationa no ona haa avar baan in 
bafora. Eaployaaa find thaaaalvaa having to axpand thair 
aUlla bayond thair job by talcing initiativaa to "gat tha 
j^ dona* howavar thay can. Thia fraquantly aaana taking 
additional couraaa. Wa ancouraga our aaployaaa to aat 
appropriata training in ordar to ba raady aa naw 
tachnologiM aaarga and currant j<* akilla bacoaa 

^* •»P«>«}»"y critical today aa wa will ba 
uaing totally naw tachnology in tha vary naar futura {ind 
^i?^?!!**"* **! ratrainad faat in ordar to uaa tha naw 
tachnologiaa, and in ordar to kaap thaaaalvaa aaployadl 

"fifJ'S"'^^ anoouraga our aaployaaa to "broadan thair 
rciTTlwi** ^Sf*^?*^ '•wr aanagaaant poaitiona 

!Ji rJ**^*' ^,^f Corporata Laddar" gata pratty ataap 

• ^f'^**^ 'i^ly not anough proaotlonal opportunitiaa 
for all who would lika thaa. Thua, wa offar aducational 
aaaiatanca to aaployaaa to add aora dapth and braadth to 
thair currant joba which offara thaa aora job aatiafaction 
aa wall. 

^' ?f ^ aaployaaa who racaivad tuition aaaiatanca work 

• 77: attand achool in tha avaning alao hava 
faalliaa. Thia puta a vary haavy burdan of tiaa on tha 
aaployaa aa thay bacoaa apraad ao thin. Tha additional 
praaaura of having to pay taxaa on tha r tuition, wa faal, 
la burdanaoaa and not aupportiva of individuala who ara 
trying to aanaga joba, faailiaa ^tA achool. 

4. Additionally, high tach ooapaniaa auch aa Cray Raaaarch 
ri^v •fPljyV* '^'y •baolutaly currant with thair 
tachnological apacialty. Tha country naada thia aa wall 
in ordar to aaintain our poaition on tha global aarkat 
placa. 

5. Wa naad aaployaaa who hava driva and initiativa. Taking 
on additional aducation not only halpa tha individual 
grow, but givaa tha invaataant back to tha organization 

1 ^^K?***"^*. ^••P^^taly naad that to aaintain 
laadarahip poaltiona in tha global aarkatplaca. 

to axtand Saction 127, baliava it would oa 
in tha baat national intaraat aa wall* 

Thank you vary auoh. 

o 274 - 

ERIC V. . 



268 



CONNUKICmONS WORKERS OF AMERICA 



Tha CoMunioationa Workara of lot raprasants Rore *han 
700,000 uorkara ir talaooMiunioationa, goverraanti health 
aarvloaa, printing and publiahing. Aa a union created by 
taohnologioal davalopMnti CVA haa long raoogniiad the i.eed for 
continual retraining and akills upgrading to halp our auibers use 
naw taohn-\ogr. Our goal ia to sake CVA tha eduo«tion*drivea 
union • 

In 1986, whan CVA negotiated with AtAT end the Bell ooapenies 
Me took aejor etepe forwerd towerd thel joel. Ve negotieted for 



epproiiaetely $71 Billion worth of treining eii<f eduoetionel 
banafita for our aeBbera. In eddition to those funds, aeny of th» 
coBpeniee where our aeabere work provide tuition reiaburaeaent for 
college coursee teken on the eaployee'e own tiae. 

Todey, theee herd*won educetionel benefite ere threetened by 
Congreee' ehort<reighted feilure to epprove S. 39 the Eaployee 
Cduoationtl Aaeietence Act of 1987. 

Ae Aaericen workere etrive to cc world aerkete, they 

require breeder ekille then i^t. the^peet ^w teclinologiee requir*** 
■ore theoreticel k ^ovledge ee well e» hendi-on epplicetlone. 
Recogffiiin^thie n.ed, CVA hee fought for ever*wider educetionel 
opportunitiee for our aaabere. Ve heve won treining 'n uroed, 
trensfereble skille thet ge«e beyond the nerrow, Job-epecific 
treinirc provided by our eaployere. 

Under current lew, these educetionel progreae ere eubjeot to 
texetion. Thie will ceuee edainietretive nlghtaeree end covld 
bk Af • total belt tcthe progreae. 

Until the tex vxeiaption is restored, ell of CVA'e negoti\ted 
edu'setionel progreae will reaein in a etete of uncerteinty. For 
exeaple, CVA end NounUin Bell egreev^ to epend $7.6 aillion over 
three yeere for e breed proitrea of cereer counseling end 
treining. Adainietered tif ...e Council for Adult en'l Experientiel 
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t..r„l„. (CAEL). thl. progra, is open to .11 28.000 Mountain Bell 
employees . 

The pro,r.. provide, c.reer coun.ellng both through comp.ny 
ooun.ellng center, .nd college, .nd unlver.ltle.. Once .n 
-iployee h.. completed . c.reer pl.n, he or .he 1. eligible for 
^1- o» prepeyent of tuition to ..hool. .nd college, for cour.e. 
related to th# plan. 

After t year of operation, thf CUA Mountain Bell progran has 
been quite auccesaful, with apprbxlaately 13 percent of the 
eaployeea coapletlng career plans and 11 percent of employees 
enrolled In courses. However, unless Seotlon 127 of the Internal 
Revenue Code :s restored, the program could be In jeopardy. 
Attorneys for U.S. WEST, the parent 'company of Mountain Bell, have 
determined that the progam Is an educational benefit subjeot to 
taxation under the current law. Although the company Is not yet 
withholding this tax from employee psycheck. It plans to begin 
doing so by this s mmer. 

When CWA mimbei s find that their part icipation In this 
educational program results in additional withholding from their 
paychecks, their current enthusiasm for additional training may 
disappear. Our union's hard work in negotiating for the program 
and promoting it to our members may go by the wayside, along with 
the benefits of a stable and well-trained work force. 

During Senate Finanoe Committee hearings in 1983, when 
Section 127 of the Internal Revenue Code expired, CUA made twn 
points which sre more true today than ever. First, we noted that 
CVA*s training programs are aimed not merely st reinforcing 
current skills, but at developing the new skills required for 
future employment. This was one of the main goals we achieved at 
the bargainiwg .able n 1986 — to win eraplriyer funding for broad 
oourses which would pi epa>"e our members for • :w jobs outside as 
well as within the telephone industry. Yet, wit-^ «^he expiration 
of Section 127, these are exactly the kinds of training wiiioh are 
no-4 taxable. One of our largest employers, AT4T, has notified 
employees that they will be responsible for demon, .sting that iny 
eduoatlonal benefits they receive are striotly job-related. All 
tuition benefits will ba reported to tha IRS, and if tha employee 

Er|c ^'^^r. 
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prove the courses Wcre job Pcl.^i.d, ho or .he will have to 



that this is more difficult to prove for our members than for 
higher management, even though our members need better access to 
training, advancement and financial support. 

Second, we noted that union*won educational programs benefit 
women, minorities, and other workers who have fewer opportunities 
for company-provided training. Studies by the American Society 
for Training and Development have shown that the vast majority of 
employer-provided training goes to managers, men and whites. In 
other words, those who are already most highly educated get more 
educational benefits at work. * 

CtfA's newly-won training programs are countering this trend 
by providing off hours education to all workers. In the 
successful Mountain Bell program described above, 70 percent of 
the participants are women, with an average age in the late 30' s. 
mostly married with minor children. 80 percent of the 
participants are non-management. But this unique opportunity for 
enhanced education will be less attractive ^f Mountain Bell begins 
wituholding taxes on the careei counselling and tuition payments. 

Time is of the essence. Thousands of CVA members across the 
country &re enrolled In career counselling and college courses. 
Most of our employers are not yet withholding taxes on these 
benefits, bui, many plan to start soon. This discouraging action 
will reduce participation at a time when CWA is making every 
effort to encourage our members to broaden their education. 

Congress is rightly concerned abut reducing the Federal 
deficit. However, the approach o** taxing education has the 
potential to reduce worker productivity and America's 
international competitiveness. The end result will be a higher 
foreign trade deficit. America's standing abroad depends < » 
akilla and knowledge of its workers. Congress should ait now to 
restore the tax exemption for educational benefits. 



pay tax on the value of the ^uition. The u-if^rtunate irony is 
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DIGITAL EQUIPMENT CORPORATION 
D. gltal Equipment Corporation 8tron9ly supports the 
relnstat«Mnt of Internal Revenue code Section 127 which i elates 
to employer-provided educational assistance. 

As a company who values the development of Its employees. 
Digital encourages <>mployees to continue their development In 
■any ways ona of which s through continuing education. 

In the past, w« have been able to do this through our 
Education Assistance Policy which creates a partnership between 
the employee and Digital. The employee contributes his or her 
time and energy through tekln^ educational courses and Digital 
contributes the necessary financial resources needed. This 
resulted In e positive outcome for the employee, the company and 
the country. 

ror the^employees. It allowed them to Improve their 
potential for job promotion, and to Improve their chances for 
career growth, ror the company. It takes a valuable human 
resource end makes him and her more velueble. And, for the 
country, <t helps to move the economy forward and supports the 
Amerlcen tredltlon thet through self-Improvement a better life 
cen be evelleble for every Individual. 

With the recent explretlon of IRS Codr Section 127, e new 
message Is being sent co the Amerlcen people, and to American 
companies thet will eventur,' heve e negetlve Impect on ou/ 
economy. A country thet does not v xue educetlon cennot meintaln 
e leedlng adge In todey's global economy. Velulng aducetlor 
means making e tlnenclel commitment, not merely seylng that we 
velue educetlon. Currently our country's Industries spend cn 
training and educetlon •ihe equivalent to ell public educetlon 
costs. He heve for too long, set on the sidelines es our 
technologlcel, productivity and menegement edges heve been eroded 
by the comblnetlon of e complecint American Government and rjcent 
and continuing heevy Investments In eduction by the governm^^nts 
of our foreign competitors. The world used to look to Amerlce es 
the leeder In technology, productivity and menegement prectlces. 
All too often, we now find ourselves looking to other countries 
for new end Innovetlva epproeches to managing our Industrial 
base. 
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As a high toclinology firm we are more sensitive to the 
changing technology required to be competitive with other 
nations. An engineer's knowledge-base is commonly thought to be 
obsolete within five yeirs of completing his or her degree. 
Without constant upd&ting we diminish the talents of our most 
valuable resource - our people! 

With the permanent reinstatement of JRS Code Section 127, 
the government has an opportunity to renew the partnership with 
ind-jstry. It can offar a helping hand to Digi«^al, and other 
American corporations to continue to lead the computer industry 
and not bfc relegated to a subordinate position of being r-liant 
on derivative technology from foreign competitors. 

one of th« reasons that Digital has never had to have a 
reduction in our workforce i» because of our strong commitment to 
the continued development of our employees. With the expiration 
of IRS Code Section 127 this past December, many of our employees 
were unable to continue their educational pursuits beca.ise of the 
financial hardship the law imposed. If this were to continue for 
any length of tf-»e, there is no doubt that it would have an 
adverse impact on our ability to grow our people. 

The present law i» rerressive. Those effected include 
those employees who have yet to reach their full potentials. By 
penalising them for trying to improve themselves we create a 
disincentive to those in the lower levsls of corporations and 
force companies to hire from the outside rather than promote from 
within. 

Originally, the institution of IRS Code Section 127 was 
to demonstrate support for people trying to improve their 
position in life and support for America to ke^p its competit..- 
advantage. When the country withdrew from this partnership it 
sent a message to the nation that a relatively small short-term 
economic advantage was vorth more to the country than long>term 
economic growth. 

Digital Equipment Corporation joins with the rest of 
Corporate America in urging you to take this opportunity to 
demonstrate your support for the individual employee striving to 
improve himself and her?*lf and your support for maintaining 
America's leadership position in the computer industry through 
the reinstatement of ir8 Code Section 127. 

27D 
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FIRST BANK SYSTEM, INC. 



MINNEAPOLIS, MINNESOTA 



Backeround 

First BanX SystM, inc. is ths 2 1st Isrgsst bank holding coapany 
in ths Unitsd Ftstss vith asssts of nsarly $27 billion. Ths 
CoBpany is coaprissd of its Isad bank, First Bank National 
Association in ths Tvin Citiss, and 37 othsr banks and trust 
coapaniss, vith 89 banking officss in Minnssota, North Dakota, 
South Dakota, Montana, Washington, and Wisconsin. 

Bstablishsd in 1929, ths Coapany strivss to provids coaplsts 
financial ssrvicss to targstsd custoasr groups throu^ a nuabsr 
of doasstic and intsmational subsidiariss and officss* Thsss 
ssrvicss includs trust, intsmational banking, comsrcial and 
agricultural financs, capital aarksts, inv^stasnt aanagaasnt, 
data procsssing, insurancs broksrags, laasing, aortgsgs banking, 
asrchant banking, and broksrags ssrvicss. 

nationals for Favorable Tax Traataant: 

Eaploysss, as individuals, ars First Bank Systsa*s aost valuabXs 
rsBOurcsy and as a tsaa, our sourcs of coapatitivs advantags. 
It is ssssntial that our saploysss bs wsll sducatsd to aaxiaiss 
individual potsntial. Proa our propristary psrspsctivs, «• 
bslisvs that saployss sducation is iaportant snough to justify 
ths coaaitasnt of significant corporate rssourcss. First Bank 
Systaa rscsivsd rsiaburssasnt rsquasts for $334,985 froa 
saploysss for coursss taksn In I9t7* It should ba claar froa 
ths amount of dollars coaaittsd that ws bslisvs an invsstasnt in 
saployss sducation is an invsstasnt with sxcsllsnt rstums to 
our organization. It is also sn invsstasnt which ws bslisvs has 
clsar public bans fits as wsll. Thoaas Jsffsrson not ad in ths 
sarly ysars of ths Rspublic ths ii^Mrtancs of an sducatsd pplXty 
with ths statsasntt **No nation is psraittsd to livs in 
ignorancs with iapunity". Thsrs ars two aodsm trsnds which 
aaks Jsffsrson* s statsaant svsn aors corrsct todayi 
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1) Our •conomy !• beccMing aore dependent upon human 
resourcec as the service sector continues to grow 
faster then the Manufacturing sector. As service 
bacoaes Bore ii^rtant, inveetaent in hunap resources 
bacoaes aore valuable and investaent in physical 
rasourcae declines in isportance. Allowing incentives 
for human investaent to lapse while the latter ie 
bacoaing aora iaportant would be x^nadvised froa an 
economic gro%rth perspective. 

2) Econ<»ic globalization aakes education a conpetitive 
imperative. The global financial services marketplace 
was once doainated by Americans with the Japanese a 
weak competitor.. In 1979 only one Japanese bank was in 
the top ten. Now there are six and only one American 
22 of the top 30 are Japanese. As we noted earlier, 
our eaployees are our biggest source of competitive 
advantage at First Bank System. This ie also true of 
this country- If employ wb are willing to make the 
necessary investment in human resourcee to be 
competitive, the Treasury should be willing to sake an 
investment as wsll. 

Concerns Rftaardino ggtiity 

Ths Treasury Department *e comments on Section 127 are very 
disheartening. Treasury contends that educational assistance is 
of benefit to a select few and that it does not a,ssist those 
most in need of assistance, it is worthy of note that neither 
of these arguments address the necessity of education to promote 
economic growth and international competitiveness. Moreover, 
Treasury's arguments do not lead to their conclusion. In his 
statement before the Senate Finance Committee, o. Donaldson 
Chapoton argues that -If educational training taken in order to 
qualify for a new j<A or occupation is deserving of government 
support, then all such training expenses should be deductible, 
not just those of csrtsin employees.** We agree with his 





286 



•t«t«Mnt. ffhan TrMsury has initi«t*d such l«gi«lation and it 
ia ^nactad into laVf Saction 127 will ba auparfluoua. Until 
that point, howavar, it ia irrational to aay that va ahould not 
giva thia tax banafit to anyona bacauaa va cannot giva it to 
avaryona. Vary littla of tha tax coda would stand up to auch a 
taat. 

In addition, tha diatribution of banafita ia not aa lopaidad aa 

Traaaury oontanda. Firat Bank 8yataa*a oorporata policy wakaa 

tuition raiabursaaant availabla to •All ragular full^tiaa 

aaployaaa* aa wall aa ragular part-tiaa aqployaaa which aaat 

cartain conditiona. Tha policy also axplicitly axcludaa couraa 

* 

work in purauit of law dagraaa which would akaw tha diatribution 
toward highar IncoMa groupa. As a raault, naarly 57 parcant of 
tha raquasts for tuition raisbursaaant wara for aaployeaa Who 
wara not axaapt froM tha Pair tabor Standarda Act* a Waga and 
Hour Raquiraaanta. Evan if thia wara not tha casa, tha argusant 
that banafita froa thia aaction ara akawad toward high incosa 
groups doaa not argua for tha lapaa of Saction 127. If tha 
aaction ia not axtandad, taxpaysrs will atilX ba abla to daduct 
job-ralatad axpanaaa. Thia would cla^irly favor high incoaa 
groupa alnca it would ba aaaiar for a aora highly ooapanaatad 
aanagar to juatify profaaaional couraaa, auch aa MBA work, aa 
job ralatad. Tha conclusion of Congraaa in l97t %ihan Saction 
127 waa anactad 1 hat tha axiating law waa a barriar to upward 
■obility^with a diaproportionata iapact on lowar-incoaa 
aaployaaa ia a till corract. 

Concluaion 

Pi rat Bank Syatas baliavaa that Congraaa ahould not allow 
Saction 127 to lapaa iapoaing an additional tax burdan on 
aaployaaa which would iapada upward aobility, impair 
intamational coapatitivanaaa, and hava a nagativa iapact on 
aconoaic growth. 
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HARRIS CORPORATION 



T an pleased tc autaut this statement for the Saiate Finance Cdnnittee 
hearing record in support of reinstating Section 127 of the Internal ReveniB Cocte, 
allowing for tax-exenpt arplpyer providec* educational assistance. The Btployee 
Education Assistance Act introduced in the House as H.R.1692 and in tie Senate as 
S.39 i«xald reinstate this provision and aake it permanait. 

Since 1979, Section 127 of the Internal Revente Co* has provided a tax 
eoccluBicn for enployer-provided educational assistance. The provision expired on 
December 31, 1997. Section 127 should be reinstated, permanently, to revitalize 
the Anerican eoonoray by enhancing and developing the ricills of the Aierican work 



Section 127 alloMed at^loyeea to exclude from their gross inoone the value of 
aiployer provided educational assistance to a maximiin aiount of $5,250 annually. 
Anounta in excess of $5,250 were to be inclutfed in gross incane. 

Withov* Section 127, an enployee can ^ly claim an exen|ytion on tuition 
reimfcuraement il it ia considered "job related" ty the IRS. An aiplqyee can meet 
the •jot>-t»latad" test only if ^he education maintains or iji(>roves «i oployae's 
effectiveness for the duties of his current job. The education must not qualify 
the cnplpyee for a new trade or business, or for a prcnotion. 

In general, the IKS and the courts have tended to apply tte "job related" 
test rather narrowly. One case cites a church's minister of mmic who was 
disallowed a deduction for music courses because they could be used for a teaching 
position. 

This means that a clerical vorter, such as a secretary, nay not be able to 
deduct the cost pf any courses leading to a degree because they are not "job 
related." The secretary could only deduct oourses in rfwrthand or typing, for 
ocaDple. 

Because the focus is solely on an ai|)loyee'8 current job, it e^ipears that 
lower level workers (whose job 'descriptions tend to be narrower) oftoi have the 
greatest difficulty in satisfying the "maintains or Inproves" standard of the 
regulation. The e3?>iration of the tax exenptian is an obstacle to lower paid 
Markers who wish to educate themselves fox new or hi^er paying joba . 

More than 7,000,000 workers nationwide have participated in tuiticn 
reimlMrsement programs since 1978. ihia not only helps a^layeea and aiplojers, 
iut it also helps maximize the Utilization of educational facilities by aiploying 



force. 
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then for evening and yeeStend classes. The provision especially benefits low and 
Middle inoone Americans. N&tionwids, in 1986, 22 percent of the participants in 
'c^ploy& educational assistance programs earned under $15,000 annually v^ile 72 
psroent of tto participants earned under $30,000. Also, if the amount of 
nsiaburaeaient pushes an aqployea into a higher tax hracket, the employee vould be 
reqpiirod to fill out • revised form, at the higher rate. 

Section 127 provided a needed incentive for ttforkers to increase their 
knowledge and skills and to keep up with changing technology. For axanple, during 
fiscal year 1987, more than 3,150 Barris esployees participated in our tuition 
reiabursensnt progran i4ilch cost us nearly $2,000,000. 

Without Section U7 there almost certainly will be disputes with the IRS and 
oostly litigation as enployws atteqpt to deduct tuition costs. The "job related" 
^inition is narrow and its interpretation open to subjective jud^nent. Many 
oa|)anies will siapiy elect to withhold taxes on all tuition reimbursements, 
leaving the anplpyesB to defmd their interpretation of what is daductiUa. From 
m ovlpyer poii:.: of view the loss of the exengtion would result in increased costs, 
fbw reii^ursmnU have to be processed through payroll resulting in an increased 
«teinistrativ« burden. 

Givm the aging of the work force, high technology's particular need for 
continuing education, and the need for lower paid workers to educate thane&lves for 
new oc higher paying jobs, the «D^»iration of Section 127 runs r.\2n*-'jr to the need 
for keeping iterica's work force current. 

Private industry can onke a unique oantrxoution to the continued education 
and training of Jlaer;can workers in turn, can help this ooun'ury achiewa 
greater economic suooess. 

AdUtinnal knowledge «id skiUs can lead to better jobs and higher salaries. 
Higher salaries in turn mean higher inoome taxes over the long term. Althou^ 
Section m may be oonsidered a revenue loser initially, in the long run it wiU be 
a revenue raiser. 

The need for tl.^ Biployee Education Assistance l£t has i«ver been greater. 
At a tine whm the Natim's oooisetitiveness in the world ecunooy is in jeopard, 
pascage of S.39 and H.R.1692 will help both the Merican industry and the U.S. 
eoonony. 
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Ir.lernotionol Union, United Automobile, 
Aerospoce & Agricultural Innplement Workers 
of America (UAW) 

This stoterr^nt is submitted on behalf of the Internotional Union, United 
Automobile, Aerospace & Agricultural Implement Workers of Americo (UAW) in 
connection with the hearing being conducted by the Senate Finonce Committee on 
Aterch 15, 1988 on tax incentives for education. The UAW strongly urjes the Members 
of the Finance Committee to approve the legislation which has been introduced by 
Senoto- Moynihon (S. 39) to restore permanently Section 127 of the Internal Revenue 
Code, which exempts employer-provided educatlonol ossistonce benefits from taxation. 

The UAW hos 0 long history of negotiating vorloui iypes of educational ossistonce 
b« nef its for octive and laid off workers, fodoy most of our mojor collective borgalning 
agreements with the autorrK>b!le and agricultural implement companies, and several of 
the agreements with ports suppliers, provide some form of educational ossistonce 
benefits. These contracts establish tuition refund programs which pay for oil or port 
of the cost of approved education and training courses. The tuition poyment allowance 
vorles from controct to contract, and ranges up to $2,000 per year *or octive workers 
and $5,500 for o four^lendor-yeor period for workers on indefinite loyoff. Other 
types of educational and training ossistonce are also mode available In some UAW 
contracts. 

These educational assistance programs enable octive workers to improve their 
current Job skills, and also to obtain new skills to enhance their opportunities for 
advancement. These programs ore also o critical port of the effort to provide retraining 
to laid off employees, especially displaced factory workers, to enable them to reenter 
the workforce. 

It is widely recognized that o skilled, educated workforce is essential If America 
Is to meet the challenges In our increasingly competitive global economy. Business 
and lobur hove joined hands in o concerted effort to provide more education and trolning 
to workers. But the federal government also hot o role to ploy. In oddltlon to direct 
federal old M education, It Is essential that the federal government continue to provide 
Incentives for privote sector Involvement In skill development. 
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Sine* t978» Section 127 of the Internol RevenMO Code hot exempted employer- 
provided educotlonol osstotort^ benefits from tomtlon. This has greatly encouraged 
the growth and development of private sector efforts, such as our collectively borgolned 
tuition refund progroms* to enhance worker skills and trolning. 

Under the Tax Reform Act of 1986, Section 127 was scheduled to expire at the 
end of 1987. In response to tMs situation, Senotor Moynlhon Introduced S. 39, to mak« 
permanent the tox exempt status of empioyer-provled educotlonol assistance benefits. 
Unfortunoteiy, the Houm and Senate were not oble to oct on this meosure during the 
1st Session of the 1 00th Congress. Accordingly, employer-provioed educotlonol osslstonce 
benefits become taxable beginning January I, I98S. 

r 

The expiration of Section 127 will result In o signlflcont tax Increase for thousands 
of workers. This couki undermine worker support for education and training programs. 
The oddltlonol administrative burdens ossockited with taxation of these benefits moy 
also undermine employer support for these programs. Thu^ the UAW Is deeply concerned 
thot the toxotlon of employer-provided educational osslstonoe benefits could hove a 
deleterious impoct en the continued growth and development of these educotlon and 
training programs. 

Reinstatement of Section 127 will not entail a substantial loss of revenue to the 
federal gover n ment. The UAW submits thot the tax expenditure associoted with Section 
127 represents o wise Investment In the economic future of this country. If we are 
serious about providing our workers with the necessary skills ond training as one of 
the Ingredients for a competitive America, the federol government must continue to 
enoouroge the private sector to provkle educotlonol osslstonce benefits to active and 
laid off workers. Accordingly, the UAW strongly supports S. 39, and urges the Finonoe 
Committee to act favorably on this Importont measure. 

The UAW appreciates the opportunity to present our views on the subject of tax 
Incentives for educotlon. Your consideration of our views on this Issue will be 
opprecioted. Thank you. 
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566 Wattvtow Avenua 
SUto Coll«tfe, PA 16803 



March 13, 1988 



To whoa it nay concern; 

My nuM im Laura M. Karkowaki and I am a Ph.D. candidaU at Pann SUU 
UniYvraitT In tha InUrcoUefflaU Collaffa of Ganatica. I am writing to 
tha Sanato Finance Oonaittaa to iUuatraU a aituation that ia craatinc 
unaccaptebla financial problaaa for traduaU atudenU at Pann StnU and 
other univaraitiaa acroaa tha nation. 

Tha cauae of tha financial problaaa ia tha taxatk>n of tuition sranU, 
acholarahlpa, faUowahipa and other educatk>nal aaaiatance aa a reault of 
the Federal Tmx Reform Act of 1986. Thia chance in the Tax Code haa 
cauaed an additional $900 to ba %rithald from my effacUre eUpend of laaa 
than $7000 ($6700 in 1987). Thia will cauae nearly a 13% decreaaa in *he 
amount of money evailable to me in 1988 for Urini expenaaa. 

I ^ a fraduata reaearch aaaiatant atudyini tha effacta of flcghoUam 
and aglnc in a well-funded field of adentiflc raaeai^h, yet thte month 
becauae of the additional %ritholdirf I broufht home a paycheck of Juat 
over $370. Houaini coat* in SUU CoUeie frequenUy axcead $300 a month 
and the coat of food alone can eaeily conaume the reat of my paycheck. 
Even University houaini is not much cheaper. In my budget there ia simply 
no allowance for '*extraa*' such ee booke, insurance, or clothea. 

Clearly, graduaU eludenU in my position are in a serious situation. 
We are workins for ouraelvee and the future our nation* However, these 
taxss on academic support are crippUni our abUlty to pursus vital 
research and educetk>nal goals. The coeU of education are hlfh as it is; 
taxing granU baaed on academic merit will simply snsure that only the 
independently wealthy can pursue higher educatton. 

I urge you to support legielation that will reetore tax benefiU to 
academically qualified etudenU. In eddition, please give consideration 
to waye of eneuring th^t our cltixene in purauit of advanced degreee have 
adequate support for their research and educational goale. 



Sincerely youre. 



Laura M. Karkowaki 
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inc. EVAnsviLLCinoiAnA 



TKLCPHONC (•!!) 

TClCM n SiO-SM-OMT 



March 29, 1988 



MS. Laun Wilcox 

Haaring Adninistrator 

8D*205 Dirkaan Sanata Offica Bldg. 

Naahington, D.c. 20510 

Daar na. Ililoox: 

Iha purpoai o>f thia lattar ia to axpraaa aupport for 
rainatataaant of saction 127 of tha Tax coda alloving aaployaaa 
to axoluda aaployar-providc4 tuition raiUburaaaanta froa taxabla 
inooaa. 

Our Company, Gaorga Koch Sona, inc., la a aanufacturing firm 
aaploying ovar 400. Na coapata, a« do aoat Aaarican aanu- 
facturing firaa, in a highly conpatitiva, rapidly axpanding 
world aarkat which raouiraa tha continuad aducatlon of all 
aaployaaa. 

Wa hava had a long-atanding tuition raiaburaaaant prograa 
which ancouragaa a^>loyaaa to iaprova thair akilla through job 
ralatad vocational and unlvaraity laval couraaa. Wa fa«l that 
raguiring aaployaaa to traat tuition raiaburaaaant aa taxabla 
incoaa would diacouraga t:tta continuad aducation that wa faal ia 
nr^aaaary to tha auccaaaful oparation of our buainaaa. 

Plaaaa aupport rainatataant of Saction 127 of tha Tax Coda 
to allow tha axcluaior. of tuition raiaburaaaant froa taxabla 
incoaa. 



Vary truly youra. 



GEORGE KOCH INC. 



Saaual L. Woahlar 

Mgr. Paraonnal & Safaty 
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Lawrence Livermore Nattonal Laboratory 



Lftura Nil cox 
Hiarlng Adnlnlstrator 

SO-205 Dirksin Office Bidg. April S. 1988 

N«sh1ngton, D.C. 20510 

Oeftr Ns. Nil cox: 

Ne at Uwrenci Llvermon nt1on«1 L»bor»tory strongly urgt support of 
e'SjuJd iweiSlJlty'T^J.*"^ lntern.1 Reveliljt Codt which 

Our workforci of jpproxlwtely 8.000 enployees Includes over 2.700 scientists 
«nd engineers. «nd 3.100 technicians and crafts support personnel engiwd in 
defense and energy related research and develop«tnt LLNL•^po^t1on H a 
world eader in research and development Is due In no sMll part to the 
educational opportunities provided through our ei^ployer-sponiored programs. 

The role of education within LLNL ^s crucial. Our Laboratory has a variety of 
major weapons energy, biomedical and basic research projects that dmnd thf 
"22. mllable. The project orlentitlon of our wS?? 

requires a workforce that has broad-based skills and flexibility for 
reasslgnments. Educational opportunities h«lp build that flexibility. 

*}• "P^''**^on of the Employer Educational Assistance (EEA) Act. LLNL. as 
many other research and development organizations, Is spend nriMny iUnhours 

prog°!!Li l^^r;^:;^K^^ A^eady w anticipate a decline in educational 

As you may know, with the absence of the EEA. Section 127. there Is very 
little clarity with regards to what constitutes •llowable job!?Ilated ^ 
educational expenses.. Our informal surveys of similar organlzat ons Indict. 

^t!li;iJj?n2U*ir".'*'***!^*J- OrganlJatlonll M« ra*!! r ri;'^ 
withholding on all courses, to decisions not to withhold. 

Our legal counsel Indicates that current tax rulings genetally interpret any 
^ nondeductible (aSd hence t«abU) h7 

l^rt IJll ISo^^r.Jr """^^^'y restrictive Interpretation that penalizes tU 
■lore than 300 LLNL employees majoring in science, engineering and computer 
science - all fields necessary to support the Laboratory mission. 

?!I?J?.S" *fl! *rt withholding approximately 30t of each 

This disincentive compounds an already difficult educational issue In the 
field of engineering. Nationwide, demand for graduate level engineers far 
outstrips university ability to generate graduates. As a result. LLNL. as 
many other organizations, hires BS level engineers with the strong 
encouragement to complete graduate education. 

In conclusion, we wish the Senate Finance Committee to recognize the potential 
costs of not reinstating Section 127. Ne. as citizens, are certainly desirous 
of reducing the national deficit, and are cognizant of the projected three 
hundred million dollars of annual revenue that nay bfi received as a result of 
the expiration. However, the loss of educational development to LLNL's 
workforce, and. on a larger scale, to the United States* workforce, cannot be 
as easily quantified. The loss will be gradual and certainly long term. 

Sincerely, 
Dinnis Fishir 

Chtlnun. Studint Policy CoMiltttt 
Assocltti Dlnctor, Englnttring 
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105 8t»ldl» Building 
iJnlv»r«lty Park, PA 16802 
(814)238-6949 
rtarch 10, 1988 



U.8. 8«nat« CcMMlttM on rintncs 
U.S. 8«n«t« 

WAShingten, D.C. 20910 
Attnt Laura Mil cox 



D«ar 81rs» 

Hy namm is Lorl L. Lundbvrg and Z as a graduat* studant and 
a iw«b«r of th« 8tud«nts for Accaaslbla rutura In Education 
<8.A.P.K.> coMiittM at tha Fmnn 8tat« Univ«r»lty. I aa writing 
to aaka you awara of a problM that Is craating hardships for 
graduato studsnts. 

Tha Issu* causing tha hardship Is tha taxation of tuition on 
rsssarch assistants dua to tha rsdoral Tax Rafora Act of 1986. 
This changa In law has Incroasad tha tax burdan of tha rasaarch 
assistants at Pann Stat* by S380O par yaar and aaounts to an 
additional withholding of approxifiatoly «900 par yaar. This Is 
at Isast a 10-tSX dacraasa in our stlpands. 

Tc lllustrata tha unfalrnas. of this tax, my husb#nd is on a 
rassarch bv Igat whsra his tuition is taxabla and I an on in«orn«l 
funds whara my tultton is not taxabla, yat wa both parforn tha 
saas dutlas. Togathar wa aarn S9e0 par aonth. Our apartaant 
costs S490 par c^nth, togathwr with grocarlas, car Insuranca, 
phona bin, car u,)k«ar« othar incldantals wa ha^a no aonay 
la ft ovar for any ki-»' of haalth Insuranca or othar aaarganclas 
lat alona a social Ufa or a s^vln^s account. 

Furthar, graduata studants cannot ba clalaad as dapandants 
by parants so thay gat vary Hal tad financial halp If any and no 
aadlcal covaraga. Most graduata assistants ara not allgibla for 
Quarantaad Studant Loans or othar typas of financial a'd bacausa 
of fha stlpands. Wa ara not ''aaployad*' by anyona, thavjfora 
baing voluntarily unaaployad wa cannot gat unaaploynant whila 
looking for a Job and most cannot; qualify for food stamps. Also, 
tha Unl varsity forbids a graduata studant to saak outsida 
caployaant for axtra aarnlngs. 

It Is a wall-publlcltad statistic that tha quality of Ufa 
In tha Unltad Statas var las dlractly with tha tachnological 
advancas balnq aada. Thara Is also anothar statistic that tha 
nuabar of graduata studaitts is dacraaslng whlla tha naad for than 
if. rapidly Incrajslng. h/ husband and I ara Mastar's Um^rmm 
studants and had pravlously thought ^-m alght go on for a Ph.D., 
but this haji now bacoaa an iaisosslbil Ity. ' wa gat no financial 
halp at all* vary soon, wa alght »^ot ba atia to finish v \m 
Mastar's prograa. 

Tha mmwbmrm of tha S.A.r.E. couaittaa hava baan diligantly 
working to bring tha plight of tha graduata studant to public And 
govarnaant at t ant ion through patlcions, lat tar-writing, and phona 
calls. This is a vary sarious situation which iiaads imaadiata 
attention. 



Si ncaraly. 
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M««ucliutettt Education Loan Authority 
711 Atlantic Avenue 
Bofthm. MassachuM^tts 021 11 

{6I7}33S-I25d April 13, 1988 



VIA FEDERAL !:XPRESS 



Nonort /.t Lloyd Bent sen 
Chairman 

Committee on Finance 
SD-20S 

Dirksen Senate Office Building 
Uashington, D.C. 20510 

Re I S. 2149 Student Loan Arbitrage 

Dear Nr. Chairman: 

On March 15, 1988 the Committee on Finance held a 
hearing on "Tax Incentives for Education," during which 
testimony was pre/«ented on S. 2149. I am requesting that this 
letter be included in the record in support of s. 2149. 

The Massachusetts Education L'^an Authority (MELA) 
strongly supports adoption of S. 2149, a bill introduced by 
Senator Mitchell "to amend the Internal Revenue Code of 1986 to 
allow State secondary markets of student loan notes to continue 
serving the educational needs of post-secondary students snd 
the Nation." The bill would make permanent the student loan 
arbitrable rule and extend it to supplemental student loan 
pro9r£rs such as MlrLA's Family Education Lo«.i Program. This 
legislation is crucial to MELA'S continued ability to provide 
low coat educational financing to families of moderate means. 
The need for such programs is expected to increase as other 
forms of financial assistance become more limited snd 
restricted. 

AS described below, MELA'S program is structured to 
assure that the benefits of tax-exemption are directed to 
students with real need. KELA's program enables students from 
families who need assistance financing higher education to 
attend colleges and universities that would not normally have 
the financial resources, or the access to credit markets, that 
would allow them to offer adequate financial asaistance. 

Wnat Is MELA 



The Massachusetts Education Loan Authority (MEIA) is an 
independent public authority created in 1982 to provire a 
source of low cost educational financing to the families of 
lou- anc* middle*income students attendinij Massachusetts 
college* and universities, without regard to the residence* of 
the student or family. As of this time, approximately 9,000 
loans have been made under MELA'S program and the need is 
growing. At the time of its initial bond financing in early 
1983, nine independent colleges and universities participated. 
Now more than four dozen public or independent institutions 
offer the program. MBLA's unsecured loans are at a fixed rate, 
have a fifteen year repayment period and low monthly payments. 
The minimum loan is $1,500. The maximum loan is limited to the 
difference between the student's total cost of attendance and 
the other forms of student assistance received. Thus, MBLA's 
program fsia "qualified student loan program" under the Tax 
Reform Act of 1986. 

Massachusetts determined that a supplemental student 
loan program was needed because of the state's above-average 
cost of post-secondary education and the limited availability 
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of Miating federal atudent aaaiatance, auch aa the GSh 
prograa, to fast Ilea of aodeat p»ana« The Comonwealth of 
Masaacbuaet'ca haa the higbeat percentage of atu'Sienta enrolled 
in independent inatltutiona, at which the atudenta and their 
faiKiliee auat pay for all the costs aaaociated with providing 
that education. The atate*s reaulting above*average 
educational coata create aignificant financial burdena for 
■oderate*incoM faailies. MitA was created to provide theae 
faailies a stable, low ooet aourca of aducational financing. 

Aa intended, the borrowers in NBIA's prograa are in fact 
f ron faailies of node rate neana. Over eight percent of NBLA'a 
borrowera have faaily incones below |30,000 and over aeventy 
percent hava fanily incone below |(f,000. Many of the faailies 
in the upper iocoM levels are supporting two or nore 
dependents it higher education. Tbua, NBLA'a loan prograa 
bridges a critical gap in higher education financing by 
providing financial aasiatance to thoae families whoae incone 
is high enouab to linit their eligibility for traditional 
need-based financial assistance such as the G8L progran, but 
not high enough to perait then to independently pay the full 
cost of education fron their current incone. 

The MBLA prograa ia diatinguiahable fron coaparable 
federal prograna because (a) there ia no federal guarantee, (b) 
there ia no grace period for repayaent of principal or a 60 day 
deferaent of intereat, (c) there ia no liait on the intereat 
rate that nay be charged or the aggregate abaolute dollar 
aaount that aay be borrowed and (d) Participating Inatitutions 
have direct financial reaponSibiJity for defaulted atudent 
loana* 

Blieibility 

A faaily'a ability to borrow under nbla's piogran ia 
based on (1) tbeir ability to carry debt, as neaaured by 
standard credit criteria, and (3) faMly incone, relative to 
the cost of education, aa neaaured by the Congresaional 
lletbodology of atudent ^led analysis. The fitat ten insures 
that the credit of NSLA' borrowera ia sounds the Lwcond teat 
inoures that NBLA'a bond proceeds are uaed to achieve its 
public purpose and are uaed by the targeted population. If the 
calculated fanily contribution toward the cout of higher 
education ia no nore than the nedian coat of attendance for all 
institutions in the prograa, the fanily can borrow up to the 
total coat of attendance less '>tbet financial eaaiatancey if 
the fanily contribution ia alove that level, eligibility to 
participate ia reduced by neana of a fomuli^ developed by NBLA. 

The NBLA Proqraa 

Tai*eienpt financing ia crucial to NBLA'a ability to 
aeet it a legialative nandate to lower the cost oi financing 
higher education. NBLA'a prograa, financed by aelling 
tai-exeapt bonda on < pooled baala, encruragea financially 
stronger institutions to participate with financially weaker 
inatitutiona. Abaent thia incentive, the few wealthy 
inatitutions would lend fron their endownenta or bank credit 
linea only for the benefit of tbeir atudents and pa rente. The 
vaat majority of inatitutiona that h4ve not developed large 
amount s of endownent per atudent would thua be at a double 
diaadvantage they would have, leaa institutional acholarahip 
aoney than tbeir wealthier counterperts and they would have no 
acceaa to inatitutionally-aupported loan funda. In the abaence 
of fanily loan prograna like NBLA'a, higher education loana 
would be available only at wealthy educational inatitutiona 
and, in the caae of upper incone faniliea, fron banka. 

The MBLA progran atanda on ita own, with borrowers 
payini a filed interest rate adequate to cover repayment of the 
bonda and program adniniatration eipensea, including a prudent 
reaertre for defaulta. The participating collegoa and 
univer.;l''ias alao contribute adniniatratively and financially 
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to inakln<3 tb« progron work, including the ascumption o5 
liability (or defaults if they should exceed the level v^overed 
by progran reserves (under the CSL prograM, there is no such 
institutional participation). Thus, the progran is truly s 
•elf-h«lp progrsB for parents and students on the one hand snd 
a Mlf-heip progrsB for participating institutions on the 
oth«r« 

It is iwpDrtsnt to reiterate that Congress has slready 
•edtt the deterainstion thst supporting higher educstion by 
t/sariaj broad access to stu<9ent losn funds through the 
issuanse oZ tsi-exe»pt bonds serves s crucisl public purpose. 
NILA's supplements 1 student losn progrsK unquestionably aeets 
thst public purpose by enable aoderste-incoiie students and 
their fsMilies to sfford the costs of higher educstion and by 
Baking those benefits svsilsble at s wide rsnge of 
institutions The student lo«n srbitrage rule, which would be 
Bade p^^raanent snd «ipplicsble to supplesentsl student losns 
under s. 2149, is necesssry to sssure s visble, continuing 
student losD progrsB* 

It— <> For S. 214§ 

Paailies should plsn the finsncin^ of s college 
educstion*Bore thsn ons yesr st a tise. students, their 
fasilies snd institutions of higher education need assursnces 
thst NBliA cen Provide s continuing losn progras. 

The ifss«;ach setts Fsaily Education Losn progras sttenpts 
to provide s com^.tMnt to s continuing finsncisl sssistsnce 
progrsB. nbla is s forewsrd-finsncing progrsB, in thst it 
provides funds for future loans to be ssde by participsting 
institutions. These institutions — and their students snd 
their faailies sust be sssured in advance thst funds will be 
svai)sble to finsnce the costs of seversl years of attendance. 
To work, NBIiA'e progrsa aust be sble to sssure participsting 
institutions thst the funds sre there for student losns. 
Adoption of S. 2149 is essentisl. 

S. 2149 will provide s peraanent eieaption froa the 
rebate requireaent thst will enable nBLA to address the 
non-origination contingency* of not acquiring student losns 
with the bond proceeds snd therefore not being able to pay back 
the costs of issuing snd csr eying the student losn bonds. 
Becsuse there is no prscticsl slternstive sources of funds, 
unlike iDBs snd governaents\ bonds, issuers like NBLA aust have 
the opportunity to earn and ratsin sufficient srbitiage during 
the 18 aonth teaporsry r*riod. This will ensble issuers to 
sssure the bond rsting sgencies thst in a worst-csse situation, 
where student loana are not Mde/originated, there would be 
sufficient funds to pay for the redemption of the bonds plus 
the costs of issuing the bonds snd the interia opersting 
expenses thst were incurred. Of course, we would not expect to 
be able to recover these costs twice, once through earnings on 
the investnent of the bond proceeds durxng the teaporsry period 
and again through earnings froa the student loans. We would 
endorse a clarification to S. 2149 to nake this explicit. 

Student loan programs also need the permanent 18 month 
temporary period provided in S. 2149 in order to accommodate 
the slow origination process inherent in education loans. 
Bonds must be issued no Inter than June 1 in order for families 
intending to send s child to school in the fell to know what 
the interest rate will be on s losn. But, to manage 
responsibly the education losn progrsa snd to insure that the 
bond proceeds are used only for higher education expenses, 
funds cannot be released by NBLA for the purpose of makijg 
loans until sfter the school year has begun in September. 
Thus, one-hslf of the sii-aonth temporsry period would be gone 
before losns aay even be originated. Further, as previously 
noted, stud'^nts and their faailies do not borrow just for one 
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semester at a time, but boccow for the aeademie year. The bond 
proceeds cannot reasonably be expended within the six month 
temporary period provided for supplemental student loans. 

Finally, the costs associate^ with the extended nature 
of the loan origination period and the administrative costs 
attributable to thf low individual dollar size of the 
supplemental student iQans are also unique to higher education 
programs and further justify allowing retentiQn of arbitrage 
earnings to the extent that cQSts are not paid from loan 
repayments. Otherwise, these costs would be passed on to the 
students and their families in the form of higher interest 
rates and origination fees, thus defeating the purpose of the 
program and further exacerbating the problem of the rising 
costb of higher education. 

COHCLDSIOM 

The Massachusetts Education Loan Authority supports 
enactment of S. 2149 to make permanent and extend the current 
st*>ient loan arbitrage rule to supplemental student loan bond 
l^rograms. NBLA provides a unique program to lower the cost of 
financing higher education and to make these benefits available 
at a wide range of participating institutions. Through its 
minimum eligibility criteria, these benefits are targetted 
primarily to students and their families of moderate means. To 
keep this program alive, we urge adoption of s. 2149. 

I would be pleased to respond to any questions the 
Committee may have regarding NELA*s supplemental student loan 
bond program. 



Sincerely, 




Paul Combe 
Executive Director 
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MMM^owmn 111 



MPPA 

P.O. Box 1894 

Bartow, Flcrida 33830 



April 8, 1988 



Ms. Laura Ifllccx 

Haarlng Administrator 

Sd-205 Dirksan Senata Offica Bldg. 

Washing ton, D.C. 20510 

Daar Ma. Ifilcoxt 



j:^s"or2hSi:::t:"S:L%s:"^ .ndor.«,„t of Educ.tio„.i A..i.t.„c. 

Sincaraly, 

Mid-riorida Paraonnal Aaacciation 

Jay lf.(^loi/a 
Praaidant 

JWB/lf 
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NKTIQTAL ASSOCIATION OT mNUFACIURERS 

X m plMMd to h«vt th* opportunity to tutvdt « sUteNMit for th* Financt 
Covi"*^ SMring r«cord on bthalf of th* itotional AuocUtion of Ranufacturtrs 
in support of rvinstAting section 127 of tht internal Bevtnut Code, aXlcwing for 
tax-«xMpt «vloytr-providid aducational assistanct. In addition to 
rapCMtnting HNH, X sarve co-chair of tht national Coalition for CiployM 
educational Assiatancvr a group reprasanting hundrtds of aducators, buainatsas 
and uniona dadicatad to aiployta aducationa* aaaistanca. 

A coapatant, wall-trainad vork forca is cantral to tha econoaic vitality of 
tha cowtry and asaantial to our ability to aaat global coi^tition. this is 
aspacially critical in tha Manufacturing sactoTv i<hara aaployaas nust ba raady 
to axpand both ta6.*tical and analytical skills so U.S. producers can adapt to 
rapidly changing aarkat forces. 

One of tha greatest challenges facLig our nation during the twilight cf the 
t»pentieth centucy will be aeeting the crisis in our educational systea. Our 
strength as a nation requires that U.S. citizens be on per acadeaically with 
citizens throughout the developed world. The education crisis certainly goes 
beyond this hearing or the jurisdication of the tax*writing coiadttees. It is 
also one of the fui^aMntal coaipetitive challenges facing U.S. aanufacturers. 

. The NM believes that private eaplcyers play a subatantial role in inprcving 
tha vocational and educational level of our society. Already private industry 
has the largest and aost experienced training system in our econoay. Prograas 
like Section 127 play a vital role in encouraging businesMS, educators and 
eaployses to work together to iaprove education levels, and thm to transfer 
those new skills to the workplace. 

Unfortunately, IRS Section 127, which allows ea|>loyers to provide their 
enployees with tax-exeupt tuition paynents, ended on January 1, 1968. Unless it 
is retroactively extended, millions of eaployees aust chose to either pay 
significantly higher taxes or drop continuing education programs. Bnployers and 
the IRS will have tJ return to the confusing and bur'irfsnsoas deductibility rules 
pre-dating Section 127, which severely limit tax-exempt tuition aid. Because 
the old rules are indirectly biased against lower-level employees, lower income 
workers are the first to suffer from the loss of Section 127. 
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Section 127 vas enacted specifically to eliminate the confusion &nd 
♦nt^itiet created a prior Treasury regulation (Regulation Section 1J62-5). 
Ihit relation k-«^rad eaplcyees to demstrate that any educational 
assiatance provided bf eaployers be dlrecUy ceUted to their current poaition, 
Biployers ^ither had to withhold taxes on all educaticAal assistance or 
detendne, on an individual basis, whether each coi;rse an ea^oyee took wm 
sprdfically "related" to present yob respttisibilities. the wre narrowly 
dek'inad the Job description, the aore narrow t'.ie list of eligible coursework. 
nictccy mkers, support staff and clerical fjiployee were severely liidted in 
the tvpe of q^ifying courses. Neanuhile, aanagers and other higher-level 
•xMnitives were able to legitiMitely jusU^ a broad range of coursework as 
relatad to their current job. 

In 1978, led by Senators Bob Vacfcwood and Jacob Javlu« Gongreas reoo^iised 
the confusion steaaing froa the Treasury regulations, and aore ii^rtantly, the 
need for broader eAicational incentives. It enacted Section 127, pen^tting 
e^oyees to exclude froa gross IncoNS any educational assistance benefiU 
provided bjf e^oyers. To quidify, plans wst be available to all levels of 
eaployees, bit can Include "any fom of instruction wid training that iiproves 
or develops the capabilities of an individual." 

The original legislation was enacted for five years and expired at the end 
of 1983. lidle Section 127 was eventually extended for two years in October of 
1964, the uncertainty created confusion for eifloyees and additional paperwork 
for txiainessea. AddiUonally, the benefit was scaled back by liaiting the 
tax-exclusion to $5,000 anwaUy aiid requiring stricter reporting froa 
es^oyers. 

Section U7 lapsed again at the end of 1985, and this tiai the mcerUinUy 
lasted until it was retroactively extended for two Mre years m part of the 
198S Tax Refora Act. The annual cap was increased to $S,250, and Section 127 
MS expanded to include tuition benefiU granted to graduate assistanU and 
other graAiate stuuenU receiving reiaburseaenu froa iiUversities. Without 
SecUon U7, graAiafa students will be required to pay tax on their tuition 
reductions. 

Ivan with iu rather shaky existence. Section 127 has been successful in 
•ncouraging employees to develop new skiUs. since iU enactaent nearly a 
decade ago, seven aillion tnrkers have taken advantage of educational assistance 
prograas. Lower incoaa employees especially have benefited, Md NM estintes 
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that 'iK>8t of the enployees participating in ' -iploycr-provided educational 
i|9ti stance j^tn y^qet below $30,000. Graduate ana post-gr^^diiate studies, ^ .1ich 
often qualify for tar deductibility under Regulatim Section 1.162-5, are 
clearly an iaportant part of educational assistance. But studies conducted by 
\th» .^rican Society for Training and Developaent (ASTD) hove found that the 
bulk of individuals %iho we a tuition rciiburscarat prograa do so to ii^rove 
basic educational skills, (reading, writing, nath, etc.) or for courses leading 
to a bachelor's degrer;, purposes which seldom q^lify for deductibility under 
Regulation Section 1.162-5, 

Mhan surveyed by ASID, enployers attitudes vere strongly supportive of 
educational assistance prograas. There is alaost maninous: agrecnent that 
prograas are iapleaented not as a "perk" for enployees, but as an intregral part 
of eaployee training and developaant goals, ttcdoyers also believe a prograa' s 
success depen ds on its utilisation by eaplpyees at all levels in an 
organisation. 

Because businesses aust have trained and knowledgable wrkers to be 
coapetitive, corporations are aaong tht aost rr— 1 tted supporters of education. 
Mearly all rortm 1000 coepanies have educational assistance prograas for their 
eaployees. Last year alone coi^panies provided over $70 aillion In tuition 
support, with the average aaount of tuition aid^per participant at around $491. 
this aoney is In addition to the billions spent each year by businesses on 
internal training and developaent prograas. 

Investatnt in education is an expenditure this nation cannot afford to 
ignore, m budget contraints and wasteful spending liadt the ability of the 
govemasnt to aset the educational challenge directly. Instead, incentives !ike 
Section 127 should be ri .ained so those actually involved in the vocational and 
.educational training of cur workfiorca— educators, businesses and e^iloyees — can 
continue to develop the skills and knowledge of our people. 
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lurch 31, 1988 



TIM Bonorabl* Lloyd B«nt0«n 

S«nat« rinanc« COMitt«« 

205 DirkMH S«iuit« OCeic« Building 

Itashington, D.C. 20510 

D«ar ChairMH B«nt««nt 

<^ Itorch 15# 1988, your coMiitU« h«l^ rwaring* on th« Tai 
Inc«ntiv«« for Education. On bohaie of Motorola I would lika to 
hava ay eoBaanta on Saction 127 ot tha Intarnal Kavanua Coda 
includad in tha haaring racord. 

Continuing Adult Education waa daalt a tough blow on Dacaabar 31, 
1987 vhan IRC* 127 axpirad. That ia whan aany eoraa of tuition 
raiabursaaant again bacaaa taxabla. 

Motorola ia alraady aaaing tha firat affacta. Many faaala and 
ainority aaployaaa who wara juat gatting by aiaply cannot afford to 
pay $200*$800 in additional uxaa. Although tha ux law allowa 
thaa to daduct aoaa foras of aducational axpansaa, aany do not 
itaaisa and ara thua panalixad. 

Tha tiaing could not hava baan woraa... Juat whan wa naad to 
iaprova tha t.;chnical and baaic akilla of tha Aaarican workforca, 
aany ara diacouragad by a ux law thay don't undaratand and baliava 
ia unfair. I aa ancloaing aavaral axaaplaa of ita affact on our 
faaala and ainority aaployaaa. 

I aa asking tha coaaittaa'a aupport in aaaing that S.39, which 
would paraanantly raatora tha Saction 127 ux coda axcluaion for 
aaployar*paid tuition raiabursaaanta, ba axtandad ratroactivaly as 
aoon aa poaaibla. 

Thank you for your conaidaration of thia aattar. 




Sincaraly, 



Travia Narahall 
Senior Vica Praaidant 
Diractor of Govarnaant Ralationa 



Bncloaura 



cct Tha aonorabla Oanial Hoynihan 
Tha Bonorabla Bob Packwood 



Oov«mm«ftl PWatiORt 1776 K StrMt, N W . 8uil« 2O0 watn.ngton OC 200M (203) 8e2*1$00 
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!• rM«l« t«crturyi flingl*, 21 1 «««kly sclary $39l^i 
d«grM sought t Assoc lMt« of Aru in Accounting frqo Elgin 
CoMimity Ooll«g«i •nticipatsd 1911 rtioburMo«nt^ $400 1 t«x 
ioiMct 910. 

2« romlo Soer«taryy oinorityy tMrriod, •q% 37 y w««kly snlary 

93l2y dogroo •ought* NiA in Marketing froo "Xllinoi« In«titut« 
of technology!" •nticipatad 1918 rtioburoMnt fl700i tax 
iopact f2SS. 

3. roMlo Senior Nsnufscturing Inginoery singlo, ag« 28; w««kly 
8sl«ryr |7Sly dsgrto sought, NSA in Operation* Nanagesent fros 
Northwottem University! anticipated 1988 reisbureesent $6450 i 
Us ispact $1801. 

4. resale Production Norkeri sinorityv Married » age 40 1 weekly 
salary 8394 f degree eought, AA in llectronice fros Slgin 
CoMunity Colleger enticipated 1988 reisbureesent $400i tax 
ispact 880. 

5. Hsle Prograaser/Analyeti sinorityt single » ege 40 1 weekly 
salary 8730 v dsgrss sought, MS in Cosputer Resourcee 
Msnsgsssnt fros Nsbeter Onivereityi anticipated 1989 
reisbursesent 82400 y ux ispact 8<72« 

8* Hsle syetese Engineer; sinority, single* age 28| weekly salary 
87S0| degree eoughtr NBA in Marketing fros the Univereity of 
Chicago F anticipated 1988 reisbursssent 84000 i tex ispact 
81120. 



Salariee noted ere groee^ before tax saleriee. 

Anticipated reisbureesente for 1988 ere actual reisbureesents 
for 1987. 
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wammm oBtma GOHmiiBs 

Racioiwld* liic«Tpri«« pmid«« fUtmof to thtir Mploy*** co •How raployooo 
to furthor thoir tAieacioQ and to upgrado thoir curront •kill*. It 1« our 
philooophy that •duo^tlon doao not oad vltii th% confanMat of a hl|h achool 
diploM or a c^^^Uga dograa. Laarning la a lifolong procaaa; ona that «a 
Micoiiraga and aupporc. Va ara atrongly coMtttad to tha dtvalopMnt of our 
vorkforca and urga jou to aaka Saetlon 127 a pananant part of tha Intamal 
Ravanua Coda. Bducatad cltlzana and vorkara ara prlcalaaa aaaata nalthar 
govamaant nor bualnaaa can afford to loaa. 
Who Paaa Tha MatlaM fldi? Bdiicatfonal Aaaiatanea Plan? 

t 

Hatioiwida aaploya^a norkin^ 32 houra par waak or nora ara aligibla to 
parti3ipata in tha coapazif*a oducatlonal aaalatanca program. E^iloyaaa of all 
p^ gradaa and poaitiona uaa tha Educational Aaalatanca Plan froa tha mall 
Clark, aacratacy. coqmtar prograwr. undarwrltar. to tha auparvlaor and 
eanagar. Va aatinata 30*60 parcant of our ralalnixaaMnta ara aada to aaployaaa 
with a lo¥ to nodarata IneoM lAo ara aaaklng to luprova thalr akllla. Ihaaa 
anployaaa hopa to upgrada thalr atandard of living through aducatlon ao thay 
can qualify for poaltlona ^f Ineraaaad raaponalhlllty and sera pay. Tha 
allalnatlon of Sactlen 127 alii hurt thaaa aaployaaa tha aoat. Th« nui^ar of 
anployaaa participating in thla prograa haa Incraaaad avary yaar, Racant 
participation ahova: 



Nuabar of Ru^r of Hatlomrlda 

Nationvldt Eaployaaa Participating in Percentage Actively 

Enplovaaa Educational Aialatanca Plan Participatlna 

1985 13.905 1,906 l3.7 

1986 14,257 2.311 16.2 
According to tha Rational Inatltuta for Work and Laamlnf.. coopaniaa that 
actlvaly proaota aducatlonal aaalat«itca prograu axparianca a participation 
rata of batwaan 10 and 12 parcant. Va anjoy avan highar rataa of 
participation, parhapa dua to tha anphaaia va placa on continuing aducatlon. 

Howavar. v* oxpact thaaa figuraa to daclina with tha axplration of 'Saction 127 
and tha taxation of car tain anployaa aducational aaaiatanca rainburaaaanta. 

What la Corvrad Pndar Aaalatanca Plm«^t 
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Nfttlonwld«*s progrtm cover* --ployees In the following areas: 



1. Technical Insurance Coursea - These coursea are available under the ^ 
sponsorship of Insurance education organizations such as The Anerlcnn 



the changing Inaurance Industry. 

2. Certification Couraes - RelBburee»ent Is available for programe that 
lead to certification with a dealgnatlon by a nationally recognized 
profeeelonal organization auch ae Certified Financial Planner. 
Certified Public Account, and Certified Computer prograaoer. 

3. Other Couraea - Relaburseaent Is available for coursee offered by 
universities, collegea, high echoole, night echocle, end 
correspondence schools provided the education haa potential 
application at Nationwide. 

What Bfgect Doea The Rewl Of Section 127 lUv« On N ationwide? 

The repeal of Section 127 has affected Nationwide and Its employees In nunerous 
waya. Since over 50 percent of the educational assistance paynents will be 
taxable and aubject to wlthholdli«, the level of participation will decrcese. 

Our Hone Office Is in Co:«iiabu», Ohio where the cost of one class from a 
private night school approaches $400, which Is close to the nation 1 average. 
And these tuition costs are increaaing an average of over alx percent per 
yeer. Although it is too early to tell how drastic the decline in perticlpa- 
tion will be, feedback from our employees indicates many will not be able to 
afford the rising coat of tuition without some incentive end tax-fevored 
reimbursement. 

Moreover, the majority of our employees who go back to school support families, 
work f'Jll time, end attend night and weekend clesses. The educational assistance 
program providee the extra incentive needed for employeea to take the time end 
make the cooaitmctnt to further their education. 
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Mturnlnt to th« old ruloo of doductlblllty undor Rotulntlon I 162 Introduces • 
•ubotmtlol dogm of uneortolnty and forcoo co^anloo to aoko tooM subjoctlvo 
dotoninatloM that havo provod to bo fruitrotlng to both oaployooo ond 

IhU to net o proetieol voy to rolto rovomio. Cortolnly tho tlM ond of fort 
our compwy has Invootod to ottospt to co^>lj with tho ropool of Soctlon 127 
dooo not Justify tho rotum. 

In 1986 «• roUburood onployooo $473,241 un^or our oducotlonol osolotonco plan. 
Each yoor wo ovorogo o 20 porcont Ineroooo in rol^roononto. In 1918 vo 
ootlMto roiaburooMnts will bo clooo to $611,000. and of thooo rolaburooMnto 
opproxlMtoly SO porcont will bo siibjoct to tax. Basod on an ovarafo 
wlthholdlns P«rcontofo of 30 psrcont. tho govorwnt can oxpoct to gonarato 
only. $102. IW froa Natlonwldo oqiloyooo to roduco tho doflclt. Thlo hardly 
sooaa worth It oopoc tally olnco our progran partlcipanta tand to bo tha 
■Indiana- inataad of tho "chiofo.- Additionally, our oaployooo havo spant ovor 
500 houro working to put procoduroo in pUco to withhold thooo taxaa. 

Finally, adueating our worfcforco io our invaotMnt in tur co^»aiiy'a and our 
country* o futuro and anything that discouragaa rathar than ancouragaa that 
invaatnant will bo countor- productive in tha long- ton. 

In ohort.wo boliovo *ho ropaal of Soctlon 127 io l^irocticol. unfoir. ond 
unwioo. Vo would oloo liko to coMont on oom public policy iosuoo thot rosult 
froa tha axpiration of Intomal Kavonua Coda 127. 

fUblic Folicy laatiaa 

Allowing Intamal lavonua Coda Soction 127 to oxpiro io a ohort-sightod atta^t 
to raioa curront rovonuoo at tho oxpanaa of f jturo inprovananta in ptoductivity 
•ad tax rowonuao. Taxing thaoo banafiu r.ould rooult in incraasad raluctanca 
by aaployoro to otart or oontinuo Idueational AaoiaCanco Plana - aa a raault of 
incraaaad aAtlniaUation, payroll procooaing. and payroll toxao as wall aa 
introducing aapleyoo ralationa prdblOM. Vo of for oom additional comnta 
conearning Idueational AaoioUaeo nana and p«frlie policy. 
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Educ»tloiKl Aitlttw ring Arm Iroad lawd ftoMXmmM . Under th« prior codt 
••etloiWt any Miplejar could odopt • tax-fovorod odueotlonal ottltcanco plon, 
provldod tbo plon w«« (.loorly coawmlcotod to oaploytoo. provldod bonoflto to 
•aplojooi In • non-dlocrlalnotorj foohlon oad provldod that tho oaplojor 
ooipliadl with 0 vorUtj of roportlng roquiroMnta oa ro^lrod by Traatury 
Rogulatlona 1.127>2. 

In 19IS. tho Aaorlean Seeloty for Training and DavolopMnt ttudlod oaplajor 
provldod Educational Aidlatanca bonoflta and found: 

1. Moat raapondanta. 97%. tponaorod Iducotlonal Aaalatanco Fiona. 

2. Moat iMll buainaaaaa (17%. undor 300 o^loyooa) .had plana ond that 
anall buainaaaaa had tha hl|^at rata of onployoo port IclpAt Ion 
(U%). 

3. Meat raapondanta. 96%. Indlcatad that auch training vaa halpful on 
Cha currant Job. and that noarly 33C uaod tho prograa to laprovo 
basic litoraey akilla, and 

4. Tho aajorl^ of anployooa who partlclpotod voro from lowor aalary 
rangaa - 93% of thoaa participating would not noot tho definition of 
"highly coapanaatad aaployoo" at aoat flna (undor $30,000 In IncoM 
por yoor) . 

gducatlonal Aaalatanca fana frovldo Opportunity . A varlnty of flrma uaa thalr 
aducatlonal aaalatanca plana In conbl nation with tha Torgotod Job* Tax Crodlt. 
provldod undor tho Xntomal Rovonuo Coda, to hlra tha otharwlaa unaaployoblo. 
A nunbor of othar f Inu uao tho Sducotlonal Aaalatanca Plana to provido 
rotrolnlng to oaployoaa dlsplacad by tachnology or c angaa In production. Soaa 
avan uao tholr prograna to rotroln Individual? o^ chay ontor now caraara upon 
ratlranant. Claarly. In noat of thoaa altuatlona. tha training or retraining 
would foil tho Troaaury Ragulatlon 1.1C2-3 roqulronanta for oxolualon alnca tho 
trolnlng or rotrolning would oithar 'naat tha nlnlaun Job roqulronanta' or 
'qualify an Individual for o now trada or bualnaaa.* 
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Loag-tm tn wmm fMO* en onljr U Mt if AMticans •• • vtipla raMln 
pr««wtl^ tad taerMM dMir proAieUvity. To quota Sanater NoyailMa. froa 
tba CoogrMaiml Ueord. T«1um 131, No. 23, fhruMxy 23, IMS: 

*. . .this oppartuni^ far fina to balp train tbair aaploy.«a, ia of 
gTMt yalvm ta dia AMrlera oeam«j at a wbela. iteariean private 
aatarpriaa Mist caatiaua to advaoeo taebaolof ieally, if «a ara abla to 
raaain eaapatiti^ in dia intaraational aaooo^r. Uuoatad aaployaoa, fvo« 
rasoarehara to aaaaAly liaa wosfcars, aaabla Anarican buaiaaaa to raailii 
eoapatitira with and auarpaaa rmmi of tha world. . 

ttnaa in tha paat. Coograaa baa haadod tha 4rs«Mnta and haa axtandad tha 
axanptloB contAinad in Xntaroal tavanaa Coda faction 127. Ona wluabla 
b/-proAi«t of thaaa prograaa, haa haan tfao ineraaaad davalopMont of nunaroua 
ceanunity collaga ajatana and a variaty of anaing prograaa at vnlYaraitiaa and 
collagaa. lhaaa foatar oleaar working ralationahipa hatwaan aaployara and 
aducatora - iapronring tha eapabilitiaa of Aaarieana as thax antar tha workforea 
for tha first tiaa. or raantar tha workforco aftar a pariod of ratraining. 
tueh olosa cooparation baOiaan aaployara and adueatlonal inatitutiona should ho 
aneouragadi not taiMd. 

Va autt««« tha axaapla of dia CI Bill ba raviawad far coapariaon puxpoaaa. V« 
baliara that thara axiata a variaty of atudlaa of tha favorabla l^act of tha 
bill - in tana of ita iapaet on tha poat V^rld Var II, Koraan Var and Viatoaa 
Var acoooaiaa. Moat atudlaa inUeata that tha ratuzn throuj^ ineraaaad 
productivity, and ineraaaad taxaa (a^Juatod for inflation and tlna) far axcaada 
tha initial invaataant of tax ravanuaa. 

For thaaa raaaona, wa atrongly racoaaaad jeu aaka Saetion 127 a paraanant part 
of tha Itttamal laranua Codo. 
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April 4, ItU 



TKa Honorabit Uoyd BantMn, Chairman 
Sanate CoawalU— ofi PInanca 
US DIrfcaan Sanata Offica Building 
Waihington, D. C. ItSIt 

Daar Mr* Chslraan: 

Tha Naw York Stata Offioa of tha Amarlcan Institute of Banking (AIB) 
urgaa tha Conailttaa to rapori tavorably Sanator Danlal P. Moynlhan'a 
bill, S 3f, which would raatora panaanantly tha IRC Sactton 117 axcluaion 
for ao^}loyar-pald tultkm asslstanoa. Sactlon 117 axplrad on Dacambar 31. 
1tt7. Mr. Chalnaan« this axclMslon Is a cHtlcal tax Inoantlva that promotas 
continuing aducatlon and ratralning In tha workplaoa. Much of this training 
will ba lost If Congrass M*s to act to rastoro this provision. 

Today. AlB is tha targast aducational division of tha AsMrican Bankars 
Association. Rwr hundrad chaptars anroll 350. tOO parsons aach yaar in 
aducatlon and training prognnas. Adailcslon to AlB Is avaliabla to amptoyaaa. 
offtears. and diractors of bunks. Whila a»ny AlB fftudants anroll In ordar to 
RMintaif) or Inprova thair current Job skills, tha laaiority of studants coma to 
furthar thaIr aducatlon or iaarn naw skills that wltl qualify tham for caraar 
advanciwtnt. 

By partldpating In AlB programs. studanU hava tha opportunity to p'trsua 
profSssionai diploans and training cartlficatas In a numbar of araas. Including: 
Ganarai Banking. Consumar Cradlt. Coaimarclal Lwiding. Mortgaga Landing. 
Customar Sarvlca. Sacuritlas Sarvlcas. SuparvltVTf Skills, and Accalaratad 
Banking Studr* 

Most banks ancouraga participation In AlB through ampkiyaa aducatlon 
asslstanoa progt-ams. Wa ara concamad tlMt tha axplration of tha amptoyaa 
aducatlon asslstanoa Incoma axcluskm will disoouraga or prmvnt amployaas 
from soaking fiirthar aducatkm or naw skills that would qualify tham fbr caraar 
advanoamnnt. 

Tha Naw York Stata Offica of tha Amarlcan Inatltuta of Banking urgas you to 
maka paasaga of laglaiatlon to ralnatato parmanantly tha IRC Sactkm 117 ax* 
cluakMt for amptoyar-pald tuition aaalstanca ono of yoor top prtorltias fbr IMS. 
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Robort C. JUb«lir«r, 



Pr«sid*nt Vro TMipor* 



••DAt* of fMUMylTania 



X plMSttd to havo th« opportunity to tubcRit to th« 



•Mb^rt of th« s^noto CoanittM on rinanc« ay vi«ws on th« 
iaportant ittu« of providing tax inc«nti7«s fcr individuals and 
fattilias idio sust plan and sava for futura highar aducation 
•xpantat. Zn particular, Z ancouraga tha Conaittaa to introduca 
and andorta lagitlation that would axaaqpt froa fadaral inooma tax 
appraciation in tha valua of pra-purchasad tuition. 
Ovar tha past tiro dacadas, wa hava witnassad dabata ovar 
itauat of individual saving habits and t'ha conaequant craation of 
progrestf to provida incantivas. Encouraging saving for 
ratiramant yaars and incraasing accass to homa ownarship ara two 
axssplas tdiara concams about costs hava lead to innovative 
govamnant policies. 

Now, college costs and questions of affordability and 
accesa have captured public attention and piqued legislative 
interest. Collage costs, particularly tuitions, are clinbing. 
Parental particli^stion in paying for collage cost is dropping 
proportionately . 

rederel student aid haa dropped significantly since 1980, 
and the fom of that aid has shifted decidedly toward loans. The 
nmt effect of theae chuiges has been to shift an incr^iaaing 
proportion of the burden of paying for college away from both 
govenuMnt and parents toward the students thamselves. The costs 
of higher education are being shifted to the next generation. 
Evidence also suggests that an increasing student indebtedness is 
havin;g negative effects both on who goes to college and on 
student selection of majors and career*.. 

Certainly, it is in the national interest to provide 
quality post -secondary adjcation and uo insure that interested 
and qualified individuals have access. Therefore, it is 
iapoctant to foataz tha idee that college is a huge investimt 
caquiring aeviaga in the aannar in which one saves for e house or 
ratirsMnt. To help achieve this goal, many atatea, including 
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Pennsylvania r hava expressed support for, have undertaken studies 
on, and hava introduced bills to implement programs for tuition 
prepayment or incentive plana for savings for college. 

X have introduced a bill to create a tuition prepayment 
plan for Pennsylvania. This bill is now being considered by the 
Pennsylvania Senate Education Committee. Along with my 
statement, X an submitting a brief analysis of this bill. 

The inplementation of Pennsylvania's proposed Tuition 
Account Program and similar programs and proposals under 
consideration by other states is contingent on obtaining a 
favorable ruling from the Xntsmal Revenue Service concerning the 
income tax consequences for participants. 

My proposal and others have been designed not only to 
provide security, certainty, and flexibility for participants, 
but also to improve the likelihood of recei«^ing favorable tax 
consideration from ths XRS. 

nevertheless, the tax issues involved are complex and, to 
date, the XRS has failed to rule on the tax consequences of 
participation in the tuition prepayment plan submitted by 
Michigan or plans sxibmitted by other states. 

Of course, the question of XRS approval would be moot if 
the Congress acts to maXe clear its intent to exempt from federal 
income tax any appreciation in value of tuition pre -purchased 
under Pennsylvania's Tuition Account Program or similar plans. 

Such Congressional action would eliminate uncertainty about 
the viability of tuition pre-purchase plans and would signal our 
nationals resolvs to give the same priority to facilitating and 
encouraging higher education opportunities for our citizens as we 
give to facilitating and encouraging home ownership and 
XndivMual Retirement Plans. 

X thank the Committee for this opport-inity to submit my 
viewc on the need for legislation to provide tax incentives for 
families and individuals planning for higher education expenses 
and X strongly urge the introduction and enactment of legislation 
that would exempt the appreciation of pre -purchased tuition from 
federal income tax. 
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ONC NCWVOMt PLA2A 
• UITC ISOO 

Ncw vOrr. N.V. i0004-t»ao 



(212) 820-8266 
March 2, 1988 



Senator Lloyd Bent sen, Chairnan 

Senate Finance Coamittee 

c/o Laura Wilcox 

Rearing Administrator 

8D-205 Dirksen Office Buildir? 

Washington, D.C. 20510 

RB: March 15, 1588 Rearing on Tax Incentives For 
Bducation 

Dear Senator Bentsent 

^ ... ^*^f fi?"*^ ^^^^ Senate Finance 

Coaaitte* is holding a hearing on such an important issue. I 
wuld like to express the view that one of the simplest but 
most effective tsx measures in this regard %K>uld be 
reinstatement of the personal income tax deduction for interest 
paid on student loans. 

I find myself owing nearly $40,000 on student loans 
after pursuing both an undergraduate and a law school 
education. The interest rate on some of these loans is a high 
?• "f"? unfair to mo that wealthier families are able 

ImH^v'i^!!! their children's education through the use of home 
equity loans, the interest on which is deductible, while 
fanilies who have yet to participate in the "American Dream- of 
property ownership nust resort to student loans, which saddle 
the student with high payments, the interest on which is being 
grandfathered out as a deduction. Moreover, as I know from 
my own experience, the burden of student loan payments renders 
even more remote achievement of the goal of property ownership. 

Education is as much a part of the "American Dream" as 
owning one's own home. Educational leans, therefore, should 
receive at least as much support from the tax syrtem <is the 
traditional home mortgage loan the interest <!eduction for 
student loans should be reinstated. 



Sincerely, 

/^rriet A. Robinson ^ 



ERlC"""-"-" - .3Z0 
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The Konorabit Lloyd N. Bentsen 



AMinM* InlMfMtlonal CorporMM 



Rockwell 
International 



u. S. semtc 
703 Hirt Senitc Office Building 
Uishlngton, D. C. 20510 

Dear SeiMtor Bentsen: 

Subject: Senate Finance CoMilttde, Harch 15, ^988 Tax Incentives for Eiiucatloii 
Extension for Section 127 • Tax Free Eiiployee Education Assistance 

Ulth the rinance CoMlttee actively looking for Ux Incentives for Education, 
I very wch feel that the extension of Section 127, "Tax Fret Employee 
Education Assistance" should be given first consideration. 

I $m writing to ask you to actively support the extension of Section 1?7 of 
the u. S. Tax Code providing Educational Assistance to coployees. 

The decision not to extend Section 127 of U. S. Tax Code has had a profoundly 
negative Message froa Congress. For example: 

1. The job-relatedness test for excluding eoticatlon aid ftroa eaployee Incoat 
tax represents a clear disincentive fro« the Federal Govemnent to lokfer 
paid employees who wanted to achieve upward Mobility end acquire new 
knowledge and skills to cope with changing workplace needs. 

2. The saae Job-rtlatedness test aaounted to a broad disincentive to the 
envl'^e nation's work force for acquiring new job knowledge and skills ... 
at a tiM when a work force of the highest quall^ Is essential for 
■eeting the fierce and growing International economic coapetltlon. This 
Is a key area where the dislocated worker who gets retrained under the 
new labor agre^iMnt In ar auto and t^lecfaninl cations Industry will have 
to p9iy IncoM tax on the value of retraining they receive. 

3. It has been shown that reinstatement or extending the status would result 
In Increased revenues, not revenue losses for the Federal GovernMont, 
through Increased taxe^ froa the higher IncoM of those who advance their 
econoalc status through «>re education and training. 

4. The job-relatedness test Itself causes extensive adilnlstratlve confusion 
In interpretation. 

A slaple, penMnent extension of Section 127 would be In the best Interest of 
all. It would directly help those In the work force who want to advance 
theaselves, and It would help laprove the quality of the national work force. 

Taxing enpl^yees for enplotyer provided educational asslsunce appears to be 
Inconsistent with the Federal GovemMnt encouraging aore Involveaent of 
eaplqyers, less regulation, and aore education and training for our work force. 

I believe Section 127 helped develop a work force that has contributed to the 
bottoa line Increases. Rockwell International has over one hundred thousand 
eaployees and has Invested allllons of dollars In education and training. 
Patrick Crotty. Vice President Industrial Relations, Rockwell International 
has witnessed In support of this Issue. 

I would very auch like to know your views on the aatter and hope that you will 
work for peraanent extension of Section 127. 

Very Truly Yours, 




lyron e. Ganage 
Personnel Administrator 
Rockwell 4ntemat1ona1 
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A membtr of Ihe Smke BMoUng Croup, 

Tha Honorable Lloyd Bentaen 
Chairman 

Senate Committee on Finance 

205 Dirksen Senate Office Building 

Washington, DC 20510 



Dear Mr. Chairmant 



The Quad Cities chapter of the American Institute of Banking (AIB) 
S^i?* ^?o^*T^^5** ^?^"Po^t favorably Senator Daniel p. Moynihan*s 
Dili, s 39, which would restore permanently the IRC Section 127 
exclusion for <^loyer-paid tuition assistance. Section 127 expired 
on December 31, 1987. Mr. Chairman, this exclusion is a critical tax 
incentive that promotes continuing education and retraining in the 
workplace. Much of this training will be lost if Congress fails to 
act to restore this provision. 

Moat Quad Cities' barks, including my employer, the i >ck Island Bank« 
encourage participation in AIB through employee education assistance 
programs. We are concerned that the expiration of ths employee 
education assistance income exclusion will discourage or prevent 
employees from seeking further educat\on or new skills that would 
qualify them for career advancement. 

Approximately 20% (14 out of 70) of our bank*s en«>loyees regiUarly 
enroll in classes offered through the Quad Cities Chapter of the 
American Institute of Banking. The offered educational courses 
prepare the employees for more sophisticated responsibilities m our 
company. The opportunities ori^rod through tne educational program 
often allow our employees to migrate from clerical wages of $4.00 per 

5??L^?v*i;'^'T^I°S "2!!* T*'^ increased wages ^ 

directly benefit the Federal Government through higher income tax and 
social security tax collections. nxgn«ir income cax and 

Unfortunately, hourly tuition rates at our local junior colleges in 
Illinois are rather high due to the lack of state funding as well as 
local depreciated property tax values. Discontinuing this critical 
tax incentive would just be one more additional deterrent to providing 
educational opportunities to promising workers. proviuxng 

THE Rock Island Bank is one of 30 Quad Cities area banks from 

;ilinoi»^and Eastern Iowa actively participating in the 
QujMl Cities chapter educational programs. Together, all of the banks 
2*^?! 5 enrollments per year in aiB classes offered through 

Scott Community college in Scott County, lowa and Black Hawk College 
in Rock Island County, Illinois, students pursue professional 
diplomas and training certificates in a number of areas, includingi 
General Banking, Consumer Credit, Coa»ercial Lending, Mortgage 
Lending, Customer Services, and Supervisory Skills. 

?SS S^'?* Pf*''?^* of legislation to reinstate permanently 

the IRC Section 127 exclusion for employer-paid tuition assistance one 
of your top priorities for 1988. 

Respectfully, 

THE ROCK ISLAND BANK 



John T. KuttM 
Vic. Pretidant and Cashier 
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Nary Rum«11 
600 tr. Coll«9« Av«. , 14 
Stat« Coll«9«, Pa 16801 



D«ar 8«nat« conitt«« on Pinanea, 

^.J^ RusMll and a 9raduat« studwit at Pann stata. 

I'm vriting in ragard tp tha affact tha nav tax lavs will hava on 
graduata studants. i viah tha contants of this lattar to ba put on 
racord for tha Sanata haaring on tax inoantativas for aducation. 

Undar tha nav tax lava, tha dollar valua of tha raalttad tuition 
that is part of my raaaar^ aasiatantahip vill ba addad to ay groaa 
inqo»a, and I will pay taxas on this "aoorca" pf incoaa in addition to 
the taxaa I alroady pay on stipand. Sinca Pann stata'a tuition ia 



i;n not aligibla for food ataqpa. My rant ia alaoat $300 a mnth. 
Whila I can cartainly aova to a iMa axpanaiva placa (I'va alraady 
givan ay not lea to ay landlord), it ia difficult to rant «tta • rooa in 
a houaa for laaa than $200 a aonth in Stata Collaga. otbar it«w lika 
haalth inauranca ara vary axpanaiva. I pay $560 a y^r for a 
Univaraity aponaorad inauranca plan whieh providaa vary littla 
coyaraga, but not aligibla for aadical aaaiatanoa for tha billa 
this plan doaan't covar. My budgat ia alraady atrainad, and this 
doasn't includa othar sxpansaa auch aa oar inauranca (vhich is 
nandatory in tha atata of Pannaylvania) and booka and a^liaa. I'm 
U2t avan aligibla for atudant loana bacauaa I'a fundad by tha 
Univaraity. ' 

I'm by no aaana alona in thia aituation. Thara ara aavaral othara 
in my dapartmant, aoaa in avan mora tanuoua aituationa. Mhila I think 
.ff"w"^* raducing tJj non-aasantial axpadituraa, many atudants 

i? forcad to aharply lovar thair atandard cf living, or taka a 
part-tiaa job vhich vould aharply curtail tima davotad to rasaarch and 
Mtudias (tha r^aaon va ara hara) , or pai.2iapa l««va tha Univaraity. 

EducatJ««! is vary important to tha futura of thia country, not 
only for aducating futura raaaarchars, but alao for providing important 
govammanc and induatry rasaarch va ara working on now aa part of our 
aaaiatantahips. Tax burdans auch aa thia can only raault in a dacraaaa 
in tha numbar of atudants saaking advanoad aducation. Is it worth 
risking Amarica'a tachnological adga in tha vorld aoonomy for tha aaka 
of a fav tax dollars? wa, aa graduata atudants, ara not trying to 
avoid paying taxas, nor ara va aaking for mora monay. what va viah ia 
that our tax liability not ba inoraasad in thia mannar. Ma viaw our 
tuition ramiaaion aa an important part of our financial aid that allowa 
ua to puraua our dagraaa, not taxabla incoma. Plaaaa halp us all by 
restoring tuition ramiaaion to tax fraa atatua. 




Sincerely 
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Gratexy 6. Saulnltr 
140t Fcmwylvaai* Air«nu« 
St«t« Coll«t«. PA UtOl 
(tU) 163.0182 



Htroh U. I9U 



U.S. SMiat* Cn—ltf on Plnane* 

U.S Smmc* 

Attn: Lcur* Hllcox 

Hear log Atelnistrttor/ Tax Ineantlm for Education 
HashiOfCon D.C. 20510 

Doar Con|';naaMn; 

I aa a (raduato atudaot at tha PanncylTanio Stato Unlvarclty. Aa a 
raaaarch aaaiatant aarloualj affactad hy tba Tax Rcfora A^t of 19t6, I an 
coneaxnod nav provlalona of tba Aet that will caka affact durins tba 
19t8 tax yaar. 

lafora tbia tax act took affact. ay atlpand waa not taxad at all bv 
tba fadaral tmnaant. and aa aucb it waa alao axaapt froa aocla'l 
aacurltyr tax. In 1917, tboaa taxaa aawuntad to $1100. Thla la an $1100 
loaa for aoMona that nakaa $U00 par y—x. Mow. tba sovanaant vanta to 
include my raaittad tuition, tba fin*:ncial aid that aakaa it poaaible for 
to attand Pom Stata. aa a portion of my taxabla ineoaa. Thia chanpa 
in tba lav will incraaaa ay 'aamad incoaa" by approxiaataly $1000. Aa 
tba taxaa raaultiag froa tbU additional "incoaa" ara about 25% of th* 
raaittad tuition valua. Ponn Stata will withhold aora than $250 froa ay 
aaagar taka hoaa pay to aaat tbia additional tax oblifation. Thia addad 
financial liability will aaka it iapoaalbU for aa to continua in purauit 
of ay adranead dasraa. 

Hy atandard of livlnf U alraady aartiaal. Aa it la. I can baraly 
afford tba Pann Stata atudant haaltb Inturanca policy that baa llaitad 
coworaga and rary llaitad banafita. Tba additional burdan poaad by tba 
tuition tax ara alnply unaccaptabla . 

Huat aa riak tba aclantific.- tadnoiofftBak. and adueatlanal fucara of 
our nation for a fav additional* «ax~doll-ai? Thav nualar of atudanta froa 
tba Unitad Stataa willing to puraoa Mcshar dagraaa la alraad|y dacraasing. 
can wa afford to tax tfaa otbora to axtraataT In additian. la it poaaibla 
that tba g ova ri Miant vlU bagln eontidarinr'^Uiar foxaa of financial aid 
naadad by alaoat all atudantaafoft hi|^Mr adueation ta ba taxabla? 

Clearly* aaklng advaacad dagrao atudlaa pzohibitivaly axpanalva was 
not tba purpeaa of tba Tax Rafoca Aet.x^I aa aaklng for your aupport for 
tba tax bill H.&. 1692 that_allalnataa atba tax on tuition and alao to 
introduea a bill to allalnata tba tax aa rtaaarch aaaiatantablpa. Swift, 
coneartad actlan on your part will halp to coraact •^la diaaatroua tax on 
graduata tuition and atipanda. 

Ibank you for your coneam. 



Sinearaly, 






Shawmut _ 

Mortgage Corporation 



9h« Ronor«bl« LloyA B«iits«n 
ChairMUi 

8«Mt« OonittM on Pinanc« 

20S Dirluiwi 8«Mt« Office Building 

Washington, D.C. 20510 

Dear Nr. ChairMnt 

AS Stato Chainan of ^io, Aaarican Inatituta of 
Banking and Diraotor of Training and Davalopaant for 
ShavMut Nortgaga Corporation I urga tha Cosaittaa to 
raport favorably Banator Danial P. Ndynihans bill, 839, 
vbleh woald raatora paraanantXy tha ISC Baotion 127 
axeluaira for Baployar - paid tuition aaaiatanca. 
Saotion 127 axpirad on Daoaabar 31. 19B7. Nr. 
Chairaan, thia oxeluaion i« a oritloal tax inoantiva 
that proMOtaa oontinuing aducation and retraining in 
tha workplaoa. Much of thia training will ba loat if 
Congrasa faila to raatora thia proviaion. 

I hava baan involved in adult education and tha 
Anerican Xnatituta of Banking aince 1978. X preeently 
MM a part-tiaa feeul^ mntomv of tvq local 
univeraitiea, an a Certified Xnatruotor of the Netionel 
Aaaooietioa of Banking Woaen, an a Certified Xnatruotor 
Trainer for the American Xnatitute of Banking end 
consult end deliver edult education upon requeet 
throughotft the Onited states. Adult education tuition 
reiaburaanant ie one of the greatest ei^loyee 
incentives an employer hae. Xt el'' ova ue e vehicle to 
Maintain end iaprove ei^lcyeee current jtib ekille and 
to provide further education that will quelify then for 
career edvanoenent. 

Most financial inatitutions encourage their enployeee 
to further their education by aaking use of Employee 
Education Aseietance Programs. X am concerned thet the 
expiretion of the Bmployee Education Assietanca Xncome 
Ssolusion will diecourege or prevent aaqployeee from 
eeeking further education or new ekille that would 
qualify them for care&«.- edvancament. . 

AS Director of Treining and DevelopiMnt, Shavnut 
Mortgage Corporetion and Chairman, State of Ohio 
American Xnatitute of Banking, X urge you to make 
paasage of legieletion to reinstate permanently the XRC 
Section 127 exclusion for Employer - paid tuition 
aetietanca one of your top priorities for 1988. 

t ^ 

Respectfully, 



Deanne Li Maeon 

Director of Treining & Development 
State Cheirman, Ohio A.X.B. 
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SecudtyBonk 



AprU 4» 19S8 



ChalnMn* Senate CoaalttM of Flnence 
205 Dirkm, 8mte Office taUdlng 
Veehlngtoiw DC 20510 

I>eer Mr. Chelnta: 

Ae director of taployee treinlng for Security Benk, loceted le 
MireheUtom» love, I would like to urge the OoeHlttee to report 
fevorebly to Senator Denlel P. Moynlben's bill, S39, which would 
reetore pemenently the IRC Section 127 exduelon for Eiployer-Peld 
Tuition Aeeletence which expired on Deceaber 31, 1987. nr. Ghelnen, 
thle exduelon le e crltlcel tax Incentive that pronotee conclnulng 
education end retralnlns In the work place. Mich of this training 
will be lost i;f Contreee feUs to ect to restore this provision. 

Security Butk ueee the continuing education piograst offered by 
the lows VaUey Cbaptar-iMrican Inetltute of Banking and by Iterehall- 
town Coanmlty College to eupplenent Ite ln«-hauee trelnlng prograa. 
By proTldittg oontinulng education ebout the financial Induetry end 
f in a nci a l producte for our eaployeee, we feel we ere offering the 
financial conaunera of thla eree inoreaaingly better eervlce bdceuse 
our eiployeea ere receiving jrrent infonatioa and trainii^. 

He encoorege participation in AIB through eaployee education 
systeaa prograne. Ms ere concerned that the explretion of the 
taployee Educetion Aasiatance Ineowe Bcdueiott will diacourege or 
prevent enployees fron seeking further education or new skills that 
will qualify then for career advanccinent and at the saMe tiae qualify 
then to better serve the needa of our banking cuatonera. 



Jenlkt Wills 
Assistant Vice Prealdent & 
Peraonnel Officer 




JW/ne 



11 North First Avenue/Marshalllown, Iowa 50I5S/515-754-550U 
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WILLIAM L. DAVIS 

8ftcr«tary/Treasur«r 

South T«xas Higher Sducation authority 

in 1976, Sanator Uoyd K. Bantaan, Jr. of Taxaa sponaorad an 
aaandsant to tha fadaral tax coda to pamit duly conatitutad 
Highar Education Authoritiaa aponaorad by atata and local 
govannants to iaaua tax-axa^p'c bonda for tha purpoaa of 
financing loana for poat aacriidary aducation aada undar tha 
Fadaral Righar Education Act of 1965, aa avandad. 

In announcing tha l»aginning of oparationa for STHSA in 
Saptaabar of 1977, Sanator Bantsan aada tha following pointa 
about tha Tax-axaapt Bond approach to incraaaing accaaa to 
atudant loana i 

o Ha hava opanad tha door of opportunity to tha young 
paopla of South Taxaa who might otharwisa hava baan 
daniad tha chanca to attand collaga. 

o Ha hava providaSd naw opportunity, naw incantivas - 

without raising taxas or craating a naw fadaral program 
or craating a naw govamaant Buraaucracy. 

o Tha program wa hava craatad doasn't consuaa tax ravanua 
- it ganaratas tax ravanuas. 

o Thara is inadiata aconomic (and consaquant tax 
ravanua) impact (fr<» axpansion of aducational 
sarvicas and consaquant taxas paid). 

o Thara is additional futura tax ravanua (from 

individual incoma tax incraasas associatad with 
raising lavals of aducational attainmant). 

o Tha program involvas a naw partnarship bat%ra«4n public 
and privata sactor rasourcas. 

o Tha program has auccaadad in anlisting tha activa, 

dynamic support of tha privata aactor bahind tha causa 
of aducational opportunity. 

o Tha program has mada a fadaral program that wasn't 
wor)cing, succaasful in providing aducational accass. 

o It is a flaxibla program raaponsiva to tha naads of 
paopla, not tiad to tha nacassity for ona-tiaa or 
continuing govammant appropriation of funds — tha 

Raaponding assantially to a local naad for aducational 
financing in South Taxas, tha concapt aabodied in tha 
Bantsan Amandmant bacama a modal for tha nation with 39 
stataa. tha District of Columbia and Puarto Rico having 
ainca iaplamantad bond financad aducational loan programs, 
undar tha Bantaan Amandmant, aa tha maans of providing 
accaaa to highar aducation for atudanta of pr?jMrily aiddla 
incoma familias. Sinca incaption in 1977, tha south Taxas 
Higjhar Education Authority («8THSA**) haa, through aacondary 
markat purchasaa of loana from originating landars, financad 
46,341 loans to 29,736 atudanta for attandanca at mora than 
700 inatitutiona of hig^ar laaming. 
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CURMMT ISSOM/QOKyPTQNa/PQTMT^ 

1. Why should tax-ttx^apt financing continue to b« availabla 
to fttato and local Authoritios to finance educational 
loans? Are suai Authorities still needed? 

o The aost basic reason for use of tax-exeapt financing by 
staU and local Authorities is that it is the sole 
•ouroe of pexwient portfolio financing available at a 
cost that pexBits an Authority to cover the high costs 
of adalnistration and servicing associated with student 
loans while yet acconodating the below aarket rate of 
interest that is provided under law for 68L borrowers. 

o Short tern taxable financings have been done by state 
and local Authorities but snlX on an interia stop-gap 
basis; not for long tera peraanent portfolio financing. 
Stand alone peraanent taxable portfolio financing would 
only be eoononically feasible idiere the issuer could 
borrow at taxable rates approxiaating ihe rates at i^ich 
the federal governaent borrows (or at which fe^leral or 
guasi-federaX agencies borrow via the Federal Finance 
Bank) . Only the student toan Marketing Association 
(Salie Mae) which has been in existence since 1972, has 
had access to credit support froa the Federal Finance 
Bank; state and local issuers do not. 

o The student Loan Bond Prograa is designed not for all 
students but to acccaaodate the special needs of • 
students of aiddle incoae faailies who do not qualify 
for low incoae grants and y^o do not earn enough to pay 
tcday's costs of higher education. The Guaranteed 
Student Loan Prograa (GSL) under Federal Higher 
Education Act is the priaary source of potential 
assistance available to aiddle incoae faailies. GSL 
loans however, are predoainantly sade by coaaercial 
lenders. Experience has shown that such lenders will 
not, in aany areas throughout the nation, aeet the 
deaand for Q8L loans unlees they are si^iported by a 
viable state or local secondary aai^t. The student 
Loan Bond prograa was designed to aocoaaodate unaet need 
— that ooneroial lenders otherwise would not 
fill, and on a secondary aarket basis, need that other 
secondary aarkets do not fill. 

o It should be noted that not all states tonly 39) have 
developed such prograas and even within these states, 
the state or local bond it ^ing Authority doesn't 
necessarily finance or re-finance all loans aade within 
that state. In South Texas, the South Texas Higher 
Education Authority finances only about 13% of the total 
resident student population. 

o The priaary function of a Higher Education Authority is 
to aeet (or provide incentives to coaaercial lenders to 
aeet) the needs of an area for student loans tliat 
otherwise would not be aet. Mot all lenders desire or 
require access to a secondary aarket for student loans. 

o Soae lenders desire to originate and hold student loans 
through repayaent and therefore do not need any f ora of 
secondary aarket. 

o Soae lenders desire to originate and hold loans until 
the repayaent period begins and then sell their 
portfolios under the best possible terms and conditions; 
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•OM of thmum to tho fttdonlly spoiuiorrd Student 
tMn lUrkotiM jusocation rathor than to stata and local 
Higher Bducation Authirltiaa. 

o Alt MM landars hrm previously ascpariancad difficulty 
vitlk tha national aaoonda^ry aarkat and vill only daal 
with a atata or local Authority. 

o In tha aManaa of tlia Stata and local saoradary varkata, 
landars that do raqaira oa oond ary sarkat au^port would 
ba faoad vith tha poa«ibility of only ona ^oica — a 
nonopoliatie national purtiiaaar — as vas tha casa 
bafmi tho Studant Xioan Bond Authority progran vas aada 
possihla by tha Bantsan Aaandnant. Tha fact that tha 
prograa has baan so sucoassful is tha bast poasibla 
avidanca that it is sarying a ganuina naad that wsn't 
am; othatviaa aost likaly vould not hava bam sat. 

o Anothar altamativa vould ba to hava no sacondary narkat 
(aithar fadarally spoosorad thru Sallia Maa, or ^paratad 
at tha Stata and local lavals through Ri^w Iduoation 
Authoritias. Imt asq^ianea haa daarly danonstratad 
that af f aotiva sacondary aarkata 'sra an aasantial 
inoantiv^ to n aa d ad privata sactor participation in 
■aating tha adooatiooil f inaneiag naads of Aaarioa undar 
tha ouarantaad Stndaat Imb grog gaa , vhis is trua fron 
a landar standpoint baoausa (1) studant loans hava no 
collataral unlass nada .undar tha 6St prograa, (2) tha 
GSL pr ogr a a r«£^iots tha intarast rata that nay ba * 
chargad to balcir wuHsmt ratas (3) sarvioing and 
oollaotioB of QSt loans is ooatly and oonplax undar 
axistiag and constantly changing program ragulationa and 
(4) cost in ralation to ratnm (i*B* ^raad) cannot ba 
affaotiir#ly oontrtillad by tha landari which 
disincantiwos ara substantially allaviatad toy 
participation in s Stata or local Highar iducation 
Authority program. 

o Givan fadaral budgat praM^uraa thara ia a gcwing ahift 
froB grants to loans, av«<n at tha low inoowa lavals, as 
a aaana of Mating tha adncational financing naads of 
tha Mtioni oonjaguantly tha naad and danand for 
adueational loans is inoraasing both as to ntsatomv of 
atudanta finanoad and in taxm of dollars par studant 
raguirad to Mat inoraasinr. ooata of aducation. Thus 
tha naad for adueational loans and tha f inknoing 
capabilitiM of Highar Authoritias rathar than 
dacraasing, is inoraasing. 

o Stata and local Authoritiaa provida tha opportunity for 
local Boards of Di < rtors to dasign prograM around tha 
unigua or spacial 4-*ads toy. thair rMpactiva local araaa« 

2. Nhy do studant Loan Bond insuars naad to ratain 
invaataant aaming (i.a. I.icom frca tai^rary 
invastaants in "Non-Purpofta" ^ligations) i^an othar 
t^pas of issuars sra raqnir^i^ to rabata? 

o Om of tha aasantial alaaants of tha Bond Financad 
studant loan nrograa is that it providas, through tha 
sacondary aarkat taka-^t prooass, an incahtiva to 
landam to originata studant loans. Many Xandars will 
aiBply not originata loans for filtUIA Mia if tixm 
ooaaitaants ara not in bIsm to asaura that onoa tha 
loans hava ^aan originatadi thay will ba pur^&asad on 
tha saooidary Mrkat. Oonsaguantly, Bonds aust ba 

Q issuad to r^irovida funda for tha Xs^ttlB purohaM of loana 
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fMi origiimting Iwid^irs. Thrnxm can hm no absoluta 
aMuraiM hmmimr that (X) IWMten will actually 
originata loans (!••• changing laws, ragulationa, ate.) 
or (2) that loans origlnatad will actually hm sold (i.a. 
Chan g i n g polioios of tha landar dua to cyclical aconoaio 
traads, fte«)« thus, if in fact loans are not acquirad 
and tte only inooM raoaivad by tha iMuar during tha 
taapocaxy oaxBittad "bond usa pariod" (i.a. ineoM froa 
tasporaxy Invastiaant of funds in "Xon^purposa* 
obligatioiis) is vaqnirad to ba ^^abatad, tha anount of 
funds availabla to pay Bonds vould ba lass (by tha 
anount of oosts of issuing and intarin oparatlng 
a a qpa n sas inourrad) than ttm anount of Bonds outstanding, 
lbs possibili^ of this ooourring is tha basis for tha 
bond xatino aganoias rafUsal to gra^^t a rating (which is 
as a praetioal nattar naoassary to tha sala of bonds in 
tha Tiation's capital narkats) on bonds that could ba 
dastinad, solaly by virtus of tagolation, to dafault. 

dtudaut Loan Bond Jiuthoritias. hava no othar souroa 
(suai as govamnaatal wpropriations or taxing powar) 
fron which to pay thasa oosts. Znoona fron tasporary 
invastnant of not bond prooaads in *nm*purposa« 
obligations, panding convarsion of funds to loans and 
subsaquant i nc ona fron loans, ara tha only sourcaa of 
racovaring thasa oosts of Rivhar education Authoritias. 

Stodant Xioan Bonds constituta only a vary snail sagnant 
of tha total voluna of tax-axanpt financing, anounting 
to only approxinataly $1.7 Billion in 19S6, and 
consaqpiantly, Btudant Loan Bonda r^rasant only a vary 
aaall portion of any tax subsidy attrihutad to tax* 
axaspt f i na nc i n g by atataa and local issuars. 

A raoant study eonnissionad by aavaral Bi^ar Education 
Authoritias (saa attadbad) suggasts that full rabata of 
"Arbit;.'aga« profits on studant loan bond issuas would 
only yiald batwaan $•.• nillion and $10. € nillion to tha 
fadaral Traasuzy. Zt is doubtful that a fadarully 
adainiatarad diraet studant loan progran (irtiich would 
nacassarily ba supportad by naw Congrassional 
^rqpriations) of approxiaataly $1.7 Billion annually 
could ba acUOniatarad for what anounts to six tanths of 
ona parcant ($10,600,000 -l- $1,700,000,000 • 0.00624%). 

Why do Tax*Bxaapt studant Loan Bond issuars naad a "Bond 
Uaa" Pariod longar than othar typas of issuars? 

UnliXa construction projacts financad with Bond 
procaads, tha studant lonn progran is a continuing 
progran in idiich loans a?a nada ovar a pariod of tina 
■ub— qunt to tha issuan(« of tha bonds. Xn nost caaas, 
substantially aXX of tha prooaads of an iss''.a ara 
ripMirmd to ba aiqptndad to aoqu^ra or naka Xoana 
originatad Altic tlia dalivary data of tha Bonds with 
cartain linitad. ax(:^ions (i«a. loans nada in 
anticipation of botd iasuanoa, consolidation loans for 
prior borrowars, atti.). Thus a pariod of tina is 
raquirad in o-'iaz for loans to ba originatad and 
subsa<«i«antly purchaaad. 

Landars participating in aacondary aarkat prograas will 
not ganarally «gaar up" to originata loans on a ona-tiaa 
basis. Af "itionally, thair studant custoaMrs asqpact 
that if a loan is aada to than ft^r ona yaar that tha 
landar will alao aaka loans for tha school yaars that 
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follow. Tho .iOnM^ ton is of courso four years for ths 
standard undargrad \f collags dsgrsa prograa. Thus, 
Isndsrs vill not conait rasourcss (i.s. uqploy 
psrsmmsl, ccKslt off loo spaos and supporting rssourcss, 
•to.) to land for only ono school yaar irtiils borrowsrs 
likawisa axp^t tha landwr (and tha landar consaguantly 
axpaots tha saodn^ary narkat) to ha abla to provida a 
■nlti-*yaar finane s oo— itaawt> As indicated 
pravioQsly, a fittura porchasa oosoaitMnt is tha 
assantiaX inoantiva that oausas landars to ba willing to 
■aka student loans whaica they othervisa would not. 

o In terw of the efficiency of Bond issuance (i.e. cost 
of Issuance and adainistration) , larger issues (i.e. 
covering aultiple years of financing requiroMnts are 
■ore cost efficient than a series saall issues 
SMunting to the ssm aggregate aaount of net Bond 
yrc o eeds because of the fixed cost and sliding fee 
scdiadules for necessary legal and invastnent banking 
services, etc. in connection with bond issuance. 

4. Why is the traditional "Permitted Yield Spread" approach 
to controlling "Arbitrage" not working an^r^riate to 
Student Z«oan Bonds? 

o The "peraitted yield qpread" approach to controlling 
"Aiiiitraga" assuaas that all issuer's prograaa are the 
saaa and their cost structures are the saaa vh«m such is 
not the case. There is significant variance in the cost 
of loan servicing, aaong the various state and local 
prograaa. Portfolios vai^ted towards ooaparatively 
high average borrower indebtedness will cost less to 
service than portfolios of agoal sise coaprised of lower 
average indi^bteitoess. Soae issuers incur higher cost, 
Illinois for exaaple, beoau..'* the issuer concentrates 
its purchase activities on acquiring for collection 
thoaa loans that are in delingoent status, whether 
loans ere ac^iired scon after origination or after the 
"in-achool period" and just prior to the beginning of 
the "repayaant period" will significantly affect ti&e 
issuer's potential spread. 

o me life of a particular student loan portfolio f^jianced 
with bond proceeds aay extend over a 15 to 17 year tiae 
span and unlike a utility project in which the project 
sponsor can increase or decrease revenue ratea to fit 
future events, the revenues of student Loan Bond 
issuers, but not necessarily the expenses, are fixed at 
the beginning of the issue whsn loans are acquired. 

o For the foregoing reasons, no one single "permitted 
yield spread" rate iff wi^opriate to all Student Loan 
Bond isMies if the oMaotiva is to perait the isomer to 
finance but not be abls to aoouaulate "Arbitrage 
Profit". The result of the single peraitted yield 
spread rate is that seas issuers aay not be able to 
finvioe because the peraitted yield spread would be too 
saall> idiile other issuers could potentially exceed the 
peraitted "Arbitrtg**" aoouaulation issuers and the 
govemaent under this aeenario, receive either too aueh 
or to little. 

o What is needed is an alternative that does not hinder an 
Authority's efforts to finance but which accoaplishea 
the g ove iii ei i t^s objective of preventing unr;ar^ssary 
acciBttlatien of "Axbitrage" profits by restricting 
student Loan Bond prograaa to that y/hldh is needed in 
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ord«r for thai to accoapllsh th«lr purpos* and no nor*. 
Studant Loan Bond Zssuasrs stand raady to assist tha 
cosBlttaa to davalop such altarnatlvas and va ballava 
thara ara aaana of aoeoapllshing this objactlva. 

miy ahonXd Tax-axaapt Studant Iioan Bond Issuars hava 
aithar a aaparata cap allocation or ba sub j art to an 
altaraatlva aaans of voluao control? 

Plnancing ahould ba avallabla at tha tlaa aducatlonal 
axpanaaa ara raqulrad to ba paid by tha studant and as 
an asctanal^, Blc^iar Education Authoritlas should not ba 
pravantad froB financing (aithar dlractly or on tha 
aacondary aarkat) idian funda aia naadad, aolaly bacausa 
of tha tiaing of avallabla cap allocations. 

In Taicaa, by P^uruary I6th. tha Stata's tctal Cap 
Allocation for Prlvata Activity Bonds for 1988 had baan 
folly tttilliad. (Tha South Taxas Highar Education 
Authority vhldi praaanUy naads nav funds la tharafora 
unabla to flnanoa.) It is undarstoou that soaa Stvdant 
Loan Bond Issuara In othar atatas (Ballla Maa in 
Hassachuaatta, fur axaapia)^ hava navar baan abla to 
raoalva a Cap Allocation whila in yat othar atataa, tha 
full Cap Allocation haa navar baan^ fully utiliiad. Tha 
Cap Allocation systaa^ as prasantly in affact, tharafora 
doas not traat (in so far as accaaa to avallabla 
aducatlonal financing) a studant in ona atata, all' othar 
things baing agual, tha —mm as studanta of anottoar 
atata. 

At praaant collaga facllltlaa ara axa^^t fron tha Voluaa 
but not tha studant thaasalvaa. 

(Ay abooia Tax Bxaapt studant Loan Bond lasuars b* 
pmittad to finanea Simlaaantal Loans (l.a. loans not 
■ada undar tha Padaral Highar xducatlon ActX? 

"S<;9Pl8Mntal lMna«, ualiico 08L louia vould Involva no 
diraet appropriatad subsidy hf tha fadaral govanaant 
(l.a. no intarast or Spacial Allovanoa subsidy). 

Tha axisting G8L prognur limits (Mxim of $4,000 par 
at tha ur.dargradttata laval. and $7,5000 par yaar at 
tha graduata and profaaalonal laval) ar# inadaguata to 
aaat tha naad» of borrowars in attandanca at aoM atata 
schools and thoaa who daalra to attand aost privata. non- 
profit aohoola.. 

Today'a SSL prograa ineoM allglblllty raatnicttons 
(l.a. foaily incoaa ganarally lass than 430,000 adjustad 
groaa) vhl^ was eonsldarad."Biddla incona" a daoada ago 
translataa into^ approxlBataly $57^00 in^itsx Thuai 
tha OSL progravr is inoraaaingly raatriotad. 4» atudanta 
of low incQM fasilias. and todays aiddla. incoaa atudant 
is again, as in 197S whaa-tha Bantaan AMndMnt waa 
paaaad by Congrass, inoraaslngly facad vMi^raducad 
opportunity to aocass financing for highar aducation. 
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ATTACHMENT 1 

EXCERTS FROM 
CQMMEHTS BY SENATOR LLOYD M. BEWTSEW. JR 
S«pt««b«r 19, 1977 

San Antonio f T^xas 



consider for a aoasnt what «• hava dona* 

Tha South Taxas Highar Education Authority, craatad by 
COSTEP, has succassfully aarkatad over $20 aillion in tax-axaapt 
bonds and it has sada $20 aillion in studant loans availabla to 
tha young psopla of South Taxas. Our prograv is uniqua in tha 
Nation* This is tha first tiaa its bean dona. Just raaaabar you 
saw it first in South Taxas. Na hava astablishad a pracadant of 
succass that is going to ba copiad across this nation. 

Ha hava opanad tha doox of opportunity to ovar 7,000 young 
peopla of South Taxas, i^o sight otharvisa hava baan daniad tha 
chanca to attand collaga. 

Lata taka a look at what is happening to education in our 
ccuntry today. If you ara vary poor in this country and you hava 
a valantad child you want to sand to collaga, it's no probles. 

But for that great group in tha niddla, if you hava one, to 
two, or three you're trying to send to college, its tough! 

A college education is slipping out of the grasp of the 
middle incoae people of Aaerica. Now here is a poaitive, 
affimative step to correct it. 

COSTBP I'tad the foresight to appreciate that talented middle 
incoae students were being overlooked and being denied a college 

education. 

These paople understood that the Majority of South Texans are 
neither very rich nor very poor. They ara aiddla incoae 
families, earning between 10 and 30 thousand dollars a yaar, 
frequently with several children. And they were caught in thac 
squeeze pley of inflation and the cost of a college. education. 
They were confronted with the anding of that dv«aa of seeing that 
their children have a step up in life by that college education. 

True, there was a federal prograa that was supposed to help. 

But a federal progran that was covered with a lot of red tape 
and relations; that had incose liaitations on it, that aade it 
exceedingly difficult for aiddle incoae paople to qualify. 

Hell, here's e chance for thea to borrow the money and pay it 
back - a loan program that provides up to 10 years efter school 
to repay at low interest rates - a change for them to help 
finance that education. 

COSTBP, through the South Texas Higher Educetion Authority 
found an effective, inexpensive answer to that diffijult problem. 
By the simple expedient of establishing an immediate end assured 
seconds ry market for Federally Insured Student Loans, we have 
nade 7,000 young people from our Region eligible for college. Ne 
have given 7,000 young people the maanm, to continue their 
education end to ecquire the skills that will enable them to 
bootstrap their wey up the ledder of success. And in the process 
we have generated substentiel economic activity ^or South Texas. 




Thm p«ppl« of South Texas, on their otm initiative and using 
their own resources, cut the Gordian knot of the Federal student 
Loan ProgrsB* 

And that's precisely . the sort of effort that we ought to be 
encouraging across this nation today* The strength of our 
country has always l>een its fraedoa. Wot just its political 
freedoM, but tbe freedom to succeed witb a new and better idea. 

Our systea- of aoononic incentives has traditionally acted as 
a spur to private enterprise and accoaplishMnt. It has created 
a dynaaic, expensive econoBic systea and generated the capital to 
nake it grow. 

Today our progress is stifled by som of the highest taxes in 
the world, an alaraing sense of dependence on big government, a 
tendency toward regulation and control, and tons of federal 
paperwork and foras to bm filled out in triplicate. Ife Just have 
to break this cycle of reliance and dependence, and COSTBP has 
8ho%m that we can. 

The key to solving probleaa in Aaerica is the active 
involveaent of the private sector. Vhether we are dealing with 
South Texas or national issues, we aust exhaust the ways of 
encouraging private decisions to ba aade for the public benefit. 

I fi^t this problea alaost every day in the Finance 
connittee. Nhen Z talk about a tax incentive, they say, "Now 
isn't that a tax loop hole? Isn't that a tax expend iture?-" i 
said, "No, if you want to call it a tax expenditure, then you 
hav» to coae to the conclusion that all incoae belongs to the 
govemaent.o 

But, z don't happen to think that, z think that the 
carpenter that nails a plank to a wall, or a teacher yho helps 
mold the Bind of a child, has created incoae, their incoae, that 
they give up part of that incoae at their sufferance to the 
govemaent to acc»plish the objectives of the society. 
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And thm y w«nt to thm privat* sector. We offered a better 
idea to the 265 banks of South Texas, and I think they are going 
to buy it. We offered an incentive - the sissing ingredient in 
many federal progress. Then banks were receptive, and ro were 
the 28 institutions of higher learning in that area. 

We didn't ask the govemsenti to purchase our bonds. We sold 
thea throu^ the private market mechanism. 

COSTBP tied it all together. It has woven a remarkable 
fabric of cooperation that extends, on the government Isvel, from 
Washington, D.C. throu^ Austin, to the municipalities of South 
Texas, and to the private sector. We brought the banks on board 
to help design it, the schools and the universities, and we took 
advantiige of the dynamics of the market place. 

I think of few programs with which I have been associated 
that give me more pride and hope as the accomplishments of this 
oraanisation. We have brought the talent and energy of the 
private sector into productive association with the resources of 
government, and that's really a potent combination, with infinite 
potential for accoi«>lishment. And that's the way this country 
ought to be run. 



829 



Southeast Arkansas Chapter 
American Institute of Banking 

Nureh 29, 1988 

tiM HooorabU Uoyd ■Mtm, OuizMn 
Smt* CMMlttM on PinMM 
205 OicfcMMi scMto OfflM tulidlDg 
WMhlngtoci, D.C. 20510 

«x GoaMnts aiiMittod tor Hmtinq on Ite XnoMiti^a for Bdueatlon 
OMr Kr. ChaiiMni 

^Hf'TJi^?'!!!^ Jl«rl««D xnrtltut. Of Bttklii, (An) 

"^^^ f«»OMbly skater DuiUl P. ItoynihW. bill, 

IT^I^ ^^"^ JMlat-ioo. SMtioD 127 ««|ili«d on DaoMter 31, W87. 
I5i:*ll!r^l.***^ •acloaion i. « «acltlcal Ux laowU^ that praotM 
ooatinuiag •*«tloo«d rvtralaln, in th. norkpUoo. IM of UO. training 
will h% lost if OmfTCsa fails co act to zMtora thia provision. 

of aivpMt. A dMlian in tho nuitwr of .tiidMtn in cImmi would bo a bordan 
on our diaptor tinancinlly. 

»>d*yr AH in tha Urfaat ndiMntionnl diviaion of tha Jtaaricnn u«ik«ra 
AMoclaUon. four hmdrod diapton onroU 350,000 parKina onch yoar in 
•ducnUon and training progr«a. AMaaion to AU ia nvailabla to anployoM, 

^J^^r^^T^ ^'^^ ■•Jority of atudant. ooa« 

to fnrthar tboir oducation or iMm nm Skills ^t will qwlify thaa for 
ct—x advanoaMiit. 

■y participating in AD piogrM, atodantn hava cha opportunity to porsua 
profoaaiOR^ diplMa and training oortifieataa in a nt^r of arm, 
JiS?21f*'jL?~'^ i-WJig. Oonmar Civdit, OoMrcial Landing, Nortgnga 
Undl»f. Cttntoaar larvioa, sacuriUaa lanrioaa, S^rriaory Skilla, and 
Acoslaratad lanking Stndy. 

Iteat Banka anoooraga participation in AX8 through aivloyaa aducation 

PtogrM». Ma ara ooneacnad th*t tha ai^intion of tha aayloyaaa 
aJucation aaaiiitanoa lneoa» axoloaion will diacouraga or pravant aaployaaa 
fna aaaklng f. rthar aducation or now akilla that would qualify thaa for 
cazaar advanc ^nt. 

Tha tovthaact Aikanaaa ehaptar of tha Jtaarlcan Inatituto of Banking urgaa 
TOO to aaka paaaa^t of lagialation to ralnatata paxMnantly tha IRC Saction 
127 axcluaion far owloyar-paid tuition aaaiatanea ana of your top prioritiaa 



Naapact fully. 



Wanda taurl 
Praaidant 



336. 
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VKJCn A milM. tkpit^ CwMM nmm 



ascstawt oirumt OMCCTOW 



tjftn coumLcrmMAt Nvuoof 



April fi. 19d6 



Laara Vilcox 

HMriot Adainittrator 

20$ DlrkMD Senate Offica Building 

«aahin<too» D.C. 20510 

Dtar Na. Vilcox: 

On behalf of the State Teachers Betire»ent Syatca of Ohio Board of 
Truateea and aeabers. I aa vritinc express our deep concerns about the 
expiration of the Educational Assistanes PrograM sxdusion under Section 
127 of the Intsmal Revenue Code which results in tuition reirtmrsewent now 
being covered uadsr Section l62 of the IBS Cods. 

Our concsms are suaBarised as follows: 

1. The Idiis of the annual sxeluaion discrialnates Bost heavily 

^ against the less vell-trained, lower skilled, and lower paid work 

for«e* Cootrary to Treasury Departaent testimony, national 

statistics collected ty the Aaerlcan Society for Training and 
/ DevelopMut indicate that 1€$ of the training through tuition 

reiaburseMnt goes to esploye^a earning $30,000 or leee, and 30$ 

goes to thoss earning $19,000 or less* * 

The 30% group ia particularly significant becauss in aost 
instaness, they simply cannot afford the additional tax burden* 
Also, at a tiae when, as a society, we are concerned about 
iaprOTing the productivity of adults who are illiterate, 
uneaployed, undereaployed, eliaination of the exclusion flies 
iD the far^ of aany national prograas addressing the probleas of 
the und' .-educated and unskilled* To now force these eaployses to 
pa/ taxes on tuition reiaburseaen is Just not sound public 
policy* 

As another exaaple of the negative effecta of the loes of 
exclusion, consider the impact on the teaching profession* Public 
school teachere, in particular, are aaong the nation 'e loweet p^id 
eaployees* Current policy is particularly discriainating against 
tne people who have the responsibility of educating the bulk of 
our nation's youth. 
2. In our state, eaployees ars also faced with a higher etate incoae 
tax liability becauss taxable incoae at the etate level ie tied 
directly to taxable incoae for federal purposee. In other words, 
to use laymen's language, employees receive a double whaaay. 

3* The shift to Section l62 rules also places increaeed burdene on 
, eaployees in the determination of non<>deductible vereus deductible 
expenses. If the reimbursement ie included on the eaployee'e Pora 
V-2 as wages, ths saployee will be able to deduct the paymente 
only to the extent that hie or her miecellaneoue itemised 
deductions exceed 2 percent of adjueted groee incoae* It ie 
unlikely that aoet eaployeee would have miecellaneoue itemised 
deductions of that magnitude. 

At a tiae When the eklHe -of oar work^foree in relatien to competing in 
an international econosqr are a national concern v iapleaenting public policy 
which ie counter to encouraging training, particuUrly for thoee people lAo 
need it aoet, ie a tragic etep backward when the econosQT ean least afford 
it* 



mc 



881 



^•.*fi?^i f: underttinding that tht Treasury D«p»rt«n^ h%9 

tettified that th« exclutioo policy vaa not a fair benefit because not all 
worKers received tuition reiaburseMnt. Treasury referred to the issue as 
a matter of horitontal equity. Does this >eaa that deductions for 
dependeot children should now be excluded because not all families ca- have 
Children? Certainly in this context, single persons are harThly 
diicri«inated against as well. Borisontal equity appears to be applied by 
Treasury only when coovenieat, oj 

We strongly believe that the for«er exclusion process is sound public 
policy and should be reinstated ii»ediateiy. Any loss of revenue vlll be 
■ore tnan offset by continued growth in huMn productivity, which is our 
single Bost important national asset. 

Sincerely, 



Sincerely, 



Jaxer V. Miller 

Director of Govemasntal Relations 



JVN/pir 
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SAVING FOR COLLEGE 
EXPENSES WITHOUT TAXES 
bylllclMrdL.Kapton 



fn (Mt •fffelt. KaplM tfteCMMM MM AdMMitra- 
lionii pro^oute to tmMef th§ um.cHneom^-thllh 
kt§ mngommtto, Xapfwi potm out that thorn 
VTUtfomo nf an aemmontf ma0 bf mMM*- 
ineoflM r«ii«HM fo provM* tor eoMfff MpMMi. M» 
tuggoata momca»om in tha AOmMttraUoo'a f' 
torn plan that woutd parmH incom-ahmmg ar- 
fangamant»lofadueationalpurp9aaa.Ahamaii¥alr. 
M incotrf-MMting amngmam aiatoba euthaO, 
ha t/ggaat* that tha MmMastatiott tama ha pro- 
poaaHortaM-^atona^adueationalaavingaacaounta 
(ESMi. 



As •cnitWty of P r Mmx Haagtn*a tax rateon plan 
coftttmiaa. tha vm¥u ma jf aunounmng aa durtl MIWy d 
•tala and local tiR paymanta hM M M «tacuratf MMOwr 
prapoaol M wouW ariacl NMiV of tho aamoiaiipayM. 

Hlddanamow9ma4tlpaQoaafllioMaya»wilaa*wa.lw 
■ aaction antMM 'Tan A >uaot Ificoma SMWnt ' It ■ 
pMi to lu at ■ pwonTa mavvlMl ma Via IncoaM aamatf 
by a ctm on proparty odfMy raaaM from IM 
parant For oxanvlo. N a porml buya a corporaia bond 
anO Mw f art tha bond lo Ma or bar ohM. tha IMoraM 
paywanla avo 10 bo iMatf ot N bia porom MM ownad Ilia 
bond.'Thia aawali^ wia lotiHoraord prepooal woidd 
lofsaly vWaia an rf Iho tan piMming davlooa eommoMy 
amployad 10 balp lun««4hlM*a eodogo aducMlon. 

nnancW ptonntoir ffuldtbooM ratuMy W09MI iMb- 
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royoMaa to onoii eMMroo. wtio praaumaoly Ml HI lowar 
taxbracltaltlbaAlboirparants lo-oollad CNtford triNtt. 
spouaai ramoMar tniala. and Umform QMa 10 Mbiofi 
Act <UOMA) tranalora art amcnftbo alandord. l ow oo at 
arrangamania dtalffnod for tbto purpoaa. Ttiaaa arffonpa- 
mania roQubo tha pMol HMkMio iba tranalar 10 faNMpiWi 
ownoraMp of iba ironal arrod proporty for ■ poUod of 
tuna. iomaiinMa forovar, aa m iba ooaa of UQMA tiana- 
fara in any caaa. tbo aaminga on tho proporty darlvad 
during tbo parlod of ttia tranafar booomo tbo proporty 
of tha laolpioni parmanantly. Accordingly. Ibaaa madv- 
antoma art baat iuHad to bannfH ttioaa wbo ara ttia nabjral 
obiacia of ona'a bounly-namaly. ono'a cbUdran. 

Attbougb tbo uao of tniata may con|ura up vWona of 
axoaplional. "oW* woallb. tbo arrangafnanta daacrlbad 
abova ara prindpoHy tha provlnco of mMdla^ncoma 

TAX NOTIt, Aogaal U INt 



tamWoa. mchidlng tboaa trying to aand thak fkal ganoro- 
tlon to coMagooM»»r bonka HkttCitlbank aooopi tniar 
aecounia of $10000. ond tocal banka Ifwquomiy havo 
oHiob lowar wtoM wa wa. ■raba r oga fbi la. intact ragutarty 
aataWiab UOKM aooounla wMi no loqulrod ndnimwii 
balanoo.Tliaaoaii a nganianla.lnotdantolty,aKvarytooji- 
panal^o to a ato hlab and wabitoln. raqulrtng only aUnimai 
lagal a ap anaaa and uU iai b oiiaoatl o ii nn a l a 
Attbougb m o oina abifbng la noiraaMdad to any por> 



aocumviala bmda to balp maat tha ovo^rWng oooli ol 
Mgbor odueotton. in foot, many of tbo conwnar ci aMy 
avaHabta atantfard pivio ara aai u|» wHb tMa obfacttvo. 
and only tbla oNaeHvo. m mind. Yol. «io ProaldanrB 
ratorm propoaaH aHmbwla. «lib narrowwapttooa. tbo 



Tbo AdifUmatraUon may babava thai Mi plan to towar 
tax rdaa ganorady «M oMminoto tbo oppoal of inoomo- 
ohifUng. but that baM la aaong. A M paroant taa mto 
may not ba aa onarouo aa a 10 pai«ent mH (ovan «ban 
appM to rm w o toclu oNo t aw a t ^a •i-n) t '< -wwor- 
thaloaa onarouo than tbo lowoal propoaad laa foio. 
llpor xwidMuebmoroonofouotbonaiarotaxraia. 
k»daod. inoramng tha paraond nompWon to tlOOO por 
oMld oNoM a «tM to oora avMi mora inooaiothan bofofo 
vt:h3ui bieurrtng !^ flM dollar of ton. To go a aiap 
lurtbor. avan N a aMfla tan rMa war* appHad to ad 
moomo. aa boa baan oocaaio n ally augg n lid. tha prao- 
anoo of ony aignMeonl paiaenol o o ompllo n (and tha 
amgto-rala propoaala OMOmpl 01 loaal OUOO) conttnuoa 
dia attraeUMnaoa of inooma abHtbig. Tbua. dm Admlnia> 
tmtion'a attach oniruato and U O tlA t ranalara 01^^*0 
jurtMlod oniha baaia of diab a n H iJ ipdad oba o loa n on n a. 

flavonua 1000 to did govommani 10 oMouBly anotbor 
latuo. but all tfaduoltona and oaobM iona Mrffor that prob> 
lam. Baddat. tbofo ofo wayo to oomrol iMonuo taaaaa. bi 
Nau of tha ounonl look of any doNo roolrtetiona. tfw toa 
eodo could Hmlt ttia amoum dapoatiad m a CWford-typo 
tniai or a UQMA account to a apaoiflod aum par child par 



If to Mm tor fht Arfmffitofrslfofi to tfiitf offMf 
•tfuMtfoMl Bhvin§9 m 
pnhhforHhBppn^ 



ERLC 
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moAiiiEraiT 

rwtnci •uch « r.r>o»mt«ttt 
««'M|ttJMt»# MMimta ptrwMt would Im wHHng to 



IronteaNy tnougli. thMt MttmattvM r*Mmblt a pro* 
**»W«'«*oi» only two 

Ml Mitft lor • cMWIi fducattofi and eeuW bt uaad for 
IM purpoao only. During ttio aocomolBttoii pwted. 

SfiS^? ^f*? *«»WiHiiHi«a non-d«luellMa (unNho 

hwK w fcjf HmHHiB 10 a ipoeiflad auTO or a 
tu2r^?r?^*'**^*~y«^>«^TIiowwia- 

i2L^r!?!L!2J!!! ***** ••~»~ 



Iftt tex MfviniigM Maf Am aetofM 
''Mm Atofw lor ovw M xMfiL 



Tha poatfbWtiaa for ad» 



.-K^ L^iiinirTJr -t**"^ w<ablaa ira no- 
•Jjw^attaMH^^ 

Tt«a ^raaidanfa propoaala maka IRM avw 



mUm ,1 ~ \L r* >i>«iv4 IRAft town 

^^^SJ!^*^ ^ ^) ^ ^ »«waaa 



»^r-^«-»Hy onannai lunoa B1I0 
rrj^iJIl5!!5^*'«*^ «^ HKmaUon. Simttarly. 

SlII^ alScllSy 
«»^2«2avanmofa^rttall^ 

Moraovar. tnara ara aound poNey raaaona auooortino 
«J. .gjBtMlton Of E8A. lor tSS^ST^^^ 
is ^* ^ «• •ducational naaS 
unlik. unrattfictad truata. which ba uaJdto pfovSl 
Eufop..nvacatlona,lata.nH)dalcar^'andiln?ta^^^^^ 



Sacond, toy adjuating tha contribution paramatara. lha 
oovmmam can limH tt>a siM ol aubakiy n wlahat to 
5?S?1*^Z?^'**^ ^ banafwiartaa. Thua. 

tt»a ESA could ba tergatad apadfically to thoaa kaxpayara 
currantly raeaMng tha laaat amount ol tax vaHaf undar 

•2£ir*i!l'L'^2!^'»'"'»"'"'« batwaan 
S30.000 and 1100.000 anruaNy. 



ffdcauM th9 AMnUtmUon 1$ trying io cut 
b9ck gowmmta •xp9ndlhtt99 lor •tfueaffoiM/ 
gnnh mndhBtn, m £SA eoac9ptmwn9 wry 
••rtoyBtfmtthntatthhWtf. 



kJ2?'. ^Jf5*J!?**' WWtt»y Mnmuna from attaok 
toy tN Intamal Ravanua Sarvica, uniik« tha tmat-typa 
arrangamontt. Tha Sarvtoa ofian arguaa that atata law 
™J«5»«P»aiHtopro»^ 

ft-n^PwWjwbythatfuatorwhal^ 

J5h^thoaa funda ahoold ba taxad to tha paiant. tha 
sarvtea raaaona Bacauaa parantal lupport lava vary 
fromrtalatottaw 

raltabia apacHldty. aubalantial uneartalnty oflan aGeoR? 

mcoma^na tfiangamama. Tha 
E8A. in contraat wooW ba apacmcally aanelionad by 
Coooraaaandi .parvfoua. tharafora. to IRS attack. 



ItlatlfflaforthaAdmlniatratkin toduatoffita oduca- 
tlonal aartnp anoount propoaal of tha vary lacam paat 
and praaa lor Its approval Moat famUiaa hava two fflSor 
^njijjrm aavlnoa oblactlvaa: collaga ad^ 
2JJ*w» V^^ff^ tof thamaahwa. Thia Admln(atra> 
ttonhaabaanttja princlpa* cha«^ 
Amarfcana with tha latlar objacttva toy makSno IR^ 

!Sl**!SL*^Sl'*' "»«*»»«-«««>ma taipayara wWi th-^ 
ot»*»r malof obfaettva. aducatlng thak ohRdian. Only in 
•odcrtng wn H raaliatlcatty hopa to raduoa rt^ 
Sfllf^u^^S'^* »^ •^^ At tha aama 

propoaala lor thoaa taxpayara in tha middia of our aam- 
Ingacunfo 



TAX MOn$ TOO^y. OUR DAILY lUCTRONIC 
TAX MAQAllNt. IS AVA&ADU THROUDK 

MnmMtT, uau% wutuwaho nmMowici 

Twi HMM Tod9r pmvldaa eomprt <analva duly 
fSaVUfH^'V^J^ davalopmanta, including 
tha lull taxta ol aM IRS raguiatlona. and Tax Court 
daciaiona. This dally alactronic adWon la tha quick- 
aat aaalaat way to kaap up with tha daily changaa in 
tax law and tax policy. For mora miormatlon about 
rax Mofat Todty, call Lucia Smaal at (000) 
330-0430. (In Washington, O C aroa, call 83Mt5(^ 



TAX NOTiS. Aufual IS, ItOI 
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PX06BAM ARALTSIS 
8BKATE BILL 333« PRZRTBX'S NO. 1791 



\ 



8«a«t« Bill 333* Friatar'* Mo. 1791 « providtt for • pr«p«id 
tuition progrwtlM Tuitioa Xecount Progran— -with the followi&g 
prcvitioMs 

Tbo Tuitioa Xecouat ProgrM (TAP) allows faniliaa aad studaats 
to pra^purehaaa units of tuitioa for futura usa. 

Tuitioa cradits purehasad ara usabla tj may aligibla 
baaaficiary at aay iastitutica of higbar aducatioa ^icta participatas 
ia tba pro«ra«. Iligibla banaficiarias iacluda rasidaats of 
Paaasylvaaia or paraoas ^ attaad Panasylvaaia colla^as aad 
univaraitiaa. Participating insiitutioas iacluda tha coonunity 
collagaa. Stata-owaad univaraitiaa aad Ststa-ralatad univaraitias of 
tba ro—ioBiiaaHti plus aay privata iastitutioas (both within aad 
outsida of PaaasyWaaia) lAicta chooaa to participata ia tha progran. 

Sinca studaats may aet bava aalactad a collaga or univarsity 
at tba tiM tuition cradits ara purchaaad# tba program providas fiva 
staadard tuitioa lavala to assist purcbaaars in targatiag thair 
mdss coimaity collagas* Stats-ewaad univarsitias# Stata^ralatad 
univaraitiaa* lowar-cost privata collagaa in PannayWaaia* aad 
bigbar-coat privata collagaa ia Paaasylvaaia. Tuitioa cradits 
purcbaaad at aay of thasa staadard Ivvals ara coavartad for uss st 
tba specific institution sttaadad by s studant* by adjusting tha 
aia^r purcbassd ia accordsaca with ralativa cost lava Is at tha tins 
of aacb tuitioa purcbaaa. 

At tba tisw of a studaat's aarbllaaat tba Tuitioa Account 
Program Agaacy (Agaacy) will pay tba participating institution, on 
babalf of tba studaat* tba laasar of tba guaraataad tuitioa or actual 
tuitioa corraspondiag to tha ad jus tad tuitioa cradits ia tha 
purcbaaar's account. Guaraataad tuitioa is calculated by cfM«poundiag 
aacb total aaaual purcbasa of tuitioa cradits fron tba yaar of 
purcbaaa to tha yaar of usa, by tba avaraga aaaual constant naturity 
yiald oa 10>yaar U.S. GovaraMat Sacuritias# as conputad by tba u.8. 
Traasury DapartSMat* aad suaadag. 

If a purchasar'a account is tarmiastad bacaxisa of tba daath or 
disability of a baaaficiary« or bacausa a baaaficiary has failad to 
gaia adaissioa to a participating institution within a raasoaabla 
tins* tha purcbaaar is dua a rafund frea tha Agaacy* calculatad by 
conpouadiag aacb purcbaaa fron tha data of purcbasa to tha data of 
taraiaatioa* at tha actual aat aarainga rata of tha TAP fund* aad 
sunmiag. Ia all othar cans (iacludiag tha usa of prapaid tuitioa at 
aoaparticipating institutions), the rafund is only tha sua of 
paynants aada by tba purehasar. 

Tba purcbasa. rataatioa aad usa of tuitioa cradits ara aada 
aaaMpt fron Stata- aad local iacoma taxas. Bowavar* tha Act «raatiag 
TAP is automatically rapaalad if a favorabla IRS ruliag coaceraiag 
tha fadaral iacoma tax coasaguaacas for purchasars is aot racaivad 
within 18 moaths of aaactmaat. 
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Tehtronix, Inc 
Teklromx tndustnal Park 
PO Box 500 
Beavtrton. Oregon 97077 



Pnont (503)627>7in 
TWX 91(Me7-8706 
Ttlex 151754 



April 6, 1988 



The Honorablt Lloyd Bents en 
ChalriMn 

Senate Finance Connlttee 

SO-205 Olrksen Senate Office 81dg. 

Washington, O.C. 20510 

Dear Ch«1rMn Bents en: 

Tektronix, Inc. strongly supports restoration of Section 127 of the 
Internal Revenue Code which excludes froM taxation employer-reimbursed 
educational assistance, regardless of whether that reimbursement Is 
job-related. 

These have been difficult times for Tektronix, which remains one of the 
world's largest manufacturers of electronic design and measurement tools used 
by scientists, engineers and technicians. With sales staying rlat at roughly 
$1.3 billion for more than five years, Tektronix has experienced workforce 
reductions and other cutbacks. In the face of a $6 million loss last quarter, 
Tektronix reduced our workforce further, sold two businesses and lopped off 
expenses. Yet, at the sane time, we made the affirmative decision to retain 
our employe educational assistance program. 

'While we realize this represents an additional expense to our employes 
(Tektronix Is a profit-share company], Tek continues Its longstanding 
conmltment to employe education by continuing to finance the bulk of education 
expenses," said Phil Robinson, vice president for administration. 

In 1986-87, Tektronix employes enrolled In 8,000 courses for which thiy 
were reimbursed. In 1987-88 the number of covrse enrollments which were 
reimbursed Jumped to 10,000. Tektronix Invested $1,244,636 last year In 
employe educational assistance. 

As a rtsultf Tektronix has literally hundieds of examples of men and 
women who have taken classes while working here and Improved their skills, 
making them eligible for Job advanceeMnt or giving them the freedom to move 
Into whole new fields with greater opportunities. 

Elimination of the tax exclusion contained In Section i27 works the 
greatest hardship on people on the bottom of the economic ladiii^r. The nature 
of their Jobs limits what qualifies for Job-related educational assistance. 
Because they are the lowest-paid employes, they are the most sensitive to an 
Increase In cost for educational Improvement. For many, the increased cost Is 
enough to dissuade them from taki i a course, from trying to Improve. They 
lose, but more Important, the nation loses. 

As we enter a period when skilled workforce shortages are widely 
predicted, we cannot afford as a country to waste any of our human resources. 
Investments In people are easily the most Important and highly leveraged 
economic decisions we can make to capitalize on the opportunities laying 
before us In the Information Age. It Is o great Irony that In an age 
characterized by Increased automation, the role of each Individual worker has 
become more Important. The success of the tiorker Is determined, directly and 
almost without exception, by the level of skills they possess, with rapid 
change accelerat1r<g, even the most skilled worker can fall behind If he or she 
falls to keep pace through continuing education. 
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Hi CM syipathltt with tht situation that Congrtss finds Itself In 
trying to Mtcli Incoilng rtveniats with outgoing txpenditurts. Wt apprtclatt 
th« pressitrt on Congrosslonal tax-writing comlttots In thoso circunstancos. 
Howovtr, wf cannot afford to porsut ptnny-wlso, pound-foolish strattglos. 
Taxing o«r worko^s for ti^iloyor-roliiburstd tducatlonal assistance will product 
a drlbblt of rtwnut, bttt It also coyld withhold a Mood of change In 
Individuals on who« the country w17? Incruslngly depend for Its econonic 
coipetltlvenest and Its national sKuilty. 

Me have witched this Mdest benefit work Inside Tektronix. Ue are 
convinced that we ?et back sore than we Invest, and thus have dKlded to keep 
Mking these educational Investnents In our own people even a»1d our own 
fiscal crunch. He hope you will. too. 

Thank you for considering our views and Including the« as part of the 
hearing record on whether to restore Section 127 to the IRC. 

With wane regards. 



Sincerely. 




tor hibllc Affairs 
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March 14, 1968 



Pis. Liura Hllcox 

Ntarlng MiliiUtrator 

a)-205 DlrfcsM Offlct Building 

Daar Ns. Wilcox: 

r?fi.*^ coipontnU of divorslflcatlon plvis to aid tht oconoav for th^ 

I ur^o you to oxtond Stctlon 127. t«-frte Enployto Educational AsiUtanco. 
Sincortly, 

Twlla Coopor 
Assistant Dirtctor 
Continuing Education 

TC/sn 



(unm-siit 
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U.S. CKMtBEK OF C(»fi4EftCE 
by 

Robart L. Nirtln* and 
Kartn A. Barg** 
Narck 15. 1988 

I. THTRnfllCTTfll 

Tha U.S. CiMMbar cf CoMixa apprtcUtaa tha opportun.^y to prasant Its 
v1av$ on tu Incantlvts for aducailoii: tptclffcally. tha aitansion of 
myof— aducatiow1-ai$iit«ca (program. ralnstataMnt of tha tai 
tfatfuctlblHty of Intarast on stiitfant lout. Md othar propotad tducitlonal 
ftmdfng aaclianlsm. Tha OiMbar Is comrittad to tht goal of naklng high 
quAllty aduutlon aval labia to all sagMntY of tha populitfon. Tha Konoaric 
Mll-bafng of AMrlcan buslnass Is tiad dfrtctly to tht adrntloral attalnnaflt 
of our cltlzanry. Furthar, cvfrtot Intarnatlontl cos^ttltlva prassura? 
suggatt that a thorough ravlav of national bodgat aitd tu poUcy Is 
approprlata and tlnaly If w ara to Mat this country's futura hwtfh rasourca 
naads. 

Accordingly, tha QiaiAtr supports tha panaanaot aitansion. of 
SKtlon 127 of tha Intamtl Mvanut Coda (aaployta tducatlonal-asslstanca), 
and ralnstatamt of tha tax daductlblllty of Intarast on studant loans. It 
also urgts Ctongrasslonal ravlaw of tu-frat savings bonds, aducatlonal savings 
accounts, and aducatlonal trust funds targatad to assist AMrlcans In 
financing aducatlonal costs. 

Tha ChaidMr has a long-standing Intarast In ansuring that all Aawrlcaos 
hava accass to high quality public and pHvata aduutlonal rasourcas. 
A wall-aducatad uoric forca Is this country* s graatast assat. Tha privata 
sKtor has a rasponslblllty to ansura tha availability of high quality 
aducatlon and training program for currant and futura uorkars. 

On January 25. 1988. th) Oiaabar announcad tha availability of naw 
privata-sactor funds for financing public and privata aducatlon. Tha prograo. 

ConSirn: Loan« for Fducatloft. otkas funds for financing aducatlonal axpansas 

avallabla to aaployaas of all Chaabar Mibars. Co arad aupansas for aoiployaas 
and thair faalllas can Includa tuition, faas. books, rocs and hoard, 
coaputars. laborat'^ry suppllas. and transportation. 

Tha CsnStca program doas not astabllsh IncoM critaria but usm 
cradlt-vorthlnass as tha allglblllty standard. ^toSAnt loans featura "ilgh 
loan lUlts. long rapajm-..^ ^anas. and lov Intarast ratas. 

Tha Chaabar has a long-standing concarn for tha availability and 
affordablllty of highar-aducatlon program. C rtnSarn Is daslgnad to aiislst 
Chaabar aaabars In aaating tha aducatlonal Mads of thair aaployaas. 
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IB 1978. Mployt* tducitlonil-iMUtinct progrus been* tuiexeopt 
throng tht crMttM of SKtlon 127 of tht Inttrnil R«ve„ut Codt. Section 127 
w« ttttbllihtd to provldt incrtiitd td<ieit1oi.a> tnd tconoalc opportunltlti 
fbr t^iloytti by txcludlng froa groii IncoM tht vilut of e*p1oytr-prov1dtd 
•ducttlont) uH.ttnct. Tht Tm Rtfora Act ot 1986 t.ttndtd Stct1o« u; 
through Dtctrinr 31. 19t7. Unfo-tunittly. tht t.x-t»«i,t1on Upsed whtn t.,1. 
ttctlon ni not txttndtd btyond thit dit't. 

Rtctnt .tudlt. indlctt th.t s«Ho« 127 i u pi ^ed .n m>ort.nt roK 
In Mtting tht tnlnlng and tducitlonal nttdi of tht AMrlcu work foi 't 
According to ■ 1985 lurvty conducted by tht AMrlcu Socltty for Trilnlng 
ud Oevtlopatnt (ASTO). 97 ptrctnt of HI rtipondtnti optrittd 
tducttloMl^iHituct program: 9« ptrctnt of thtir t^loytts wtrt tllglbU 
to partlclpatt: and 72 ptrctnt of tht participants tarntd Itss than $30,000 
Ptr ytar. In fact. i^>1oytts uklng Itss than $15,000 ptr ytar partlclpattd 
at twict tht rata of hightr-pald cqilQyta,. Also, snil- and atdluii-slzt 
orgtnlatldns mdt tht grtattst ust of tducat1ona1..:j«stanct program _ 
14 ptrctnt of rtspondtnts rtportsd itss than 500 «Tloytts. and 91 ptrctnt 
cittd ixal comunlty coMtgts as tht primry provldtr of rtlattd cours.s. 

Iho ASTO tunv citarly Indlcatts tht folloxlng trtnds: 

t Educatlonal^sslstanct bmtflts art offtrtd by a broad and divtrsr 

cross stctlon of Kvlqytrt. 
t SKtlon 127 provisions art ustd by t^loytts at difftrtnt 

commsatlon Itvtls. mtb tht hightst conctntratlon In tht 

low-to-ariddlt-lncom rang*. 
• SKtlon 127 allow t^>1oy«rs to offtr cost-tff»ct1»t program for 

upgrading tht skills of M^mytos. 
t Educatlonal^sslstanct program tncouragt Mrktr> (and t^loytrs) to 

k* ^ up with nt« ttchnology and Industrial dtvtlopmnts. 

Tbtst conclusions wrt rtlnforctd by tht findings of tht Chariitr'^ 
Survty Cnttr a giOYH Bw.fltS nWl rtml^t that mrt than 75 ptrctnt of 
all firm prevldtd tq^ioytt tducatlonaMssUtanet btntflts in 1986. an 
incrtasi fro. 69 ptrctnt In 1985. and mrt tb«. doubit tht 37 ptrctnt I5 ytars 
ago. Furthtr. all mJor industry groupings provldt this btntflt. Educational 
MslstMc. 1. mrt prtva1«.t in tht fasttr grortng strvlcts stctor. In which 
79 ptrctnt of tht firm rqiorttd providing this btntflt. Tht mnufacturing 
itctor rtporttd that 70 ptrctnt of tht firm provldtd this btiitfit but also 
rtporttd grtattr txptndltwrts ptr mployM than strvlcts firm. 

in sumary. mploym tdvcatlonal asslsttnct is ont of tht fasttst 
aroirtng btntflts offtrtd by mploytrt. This asslstanct btntflts both tht 
•*1oytr and tht mploytt. If eurrtnt trtnds contlnut. eoupltd with tht 
mr.1«cr«u1^dj««d fbr tralntd tiployts. this b«.tf1t could btcom 



840 



III. WPm fOR RglMST ATHiniT OF SgCTMII 127 

Tht currtnt abstnct of Stctlon 127 rtqalrts Mploytrs to rtvtrt to tht 
"Job rtltttdofss* ttst In ordtr to provldt tu-frtt oducttloii and trtlning 
tsslstanct. IhU four-ptrt ttst to Inturt ta.'-frM sUtus rtqulrts that tht 
tducatlon: (1) Mst altlMr MinUIn or Inprovo skills natdtd by tht aivloyaa 
for currtnt job rtsponslbllltlts fit mt tht tuploytr's txprtss rtqulrtatnts 
for rttaloing a job; (2) nist not qualify the tsyloytt for a ncv tradt or 
buslntss; (3) mst not bt nttdtd to satisfy tht olnlMi* tducatlonal 
rtqulrementt of tht tapK^tt's job; and. (4) Mist bt provldtd undtr a plan 
that-mlloMit^onljf *job-rt1attd* tducatlonal aid. 

Not oi/iy art thttt IRS nilts conyltx and confusing, but also thty art 
contradictory. For txaj^ilt, tuo accountants worfc In tht tax dtpartatnt of the 
saM coi^any; tht con^any suggtsts that thty takt tax coursts that «111 htip 
thaa vlth thtir jobs and offtrs to rt1«barst thtir tbltlon costs. 
Accountant A takts tht tax coursM at a buslntss school; his txptnsts art 
probably job-rrlattd and.nontuablt (l.t., txtupt fron ftdtral taxts). 
Accofmtant i takts tht tax coursts at a Jilght lav school. If tht ceurcts 
takth by Accountant i can bt applltd to a lav dtgrtt, his tsptntts am 
probably taxablt — sinct thty ny qualify hia for a ntv proftsslon. Hovtvtr, 
If tht lav school Is unaccrtdlttd, his txptnsts art nontaxtblt. 

In anothtr cas«» tvo SKrttarlts takt tht saM word-proctssing courst; 
but btcaust of saall ulfftrtncts In thtir jobs, ont*s txptnsts aay bt taxablt, 
whilt tht othtr's Is not. A rKtptlonlst's txptnsts for taking tht saat 
courst as tht stcrttarlts alwst ctrtalnly vould bt tuablt. Cltarly, this 
situation Is not btntflclal to tithtr tht tipYqytr or taploytt &nd should tt 
rtconclltd. 

Tht urgtncy of rtlnsUtIng this provUlon vas undtrscortd by Stcrttiry 
of Labor Ann HcUughlln on tht occasion of tht 75th Annlvtrsary of tht 
DtpartMnt of Labor: 

Nt also nist txpand and Ivprovt tducatlon and training for 
txptrltnoad vorktrs. As wt novt into tht ntxt ctntury, our vork 
forct vHl bt aging at tht saM tiM that changing ttchnology.and 
changing aarkats will rtquirt adaptablt vorktrs vlth fltxlblt 
skills. Hhtthtr It Sz calltd rttralning or continuing tducatlon^ 
on-going program nttd to bt tstabllshtd to hiJp vorktrs Itam ntv 
skills and rttoc Id onts .... 

Tht Chai*tr btlltvts that Congrtss should rtlnstatt.HTWtntly 
SKtlon 127 of tht'Inttmal fttvtnut Codt. PtrwRnt txt«is1on of this 
valuablt tu inctntlvt would allov ti^loytrs and tqiloytts to plan thttr 
tducatlonal goals m% tffKtlvtly and vould avoid troubltsoM dtlays caustd 
by tht :.0i1nfJ authorization proctss. 
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!V BHHSTATEHEHT OF Tl-* ^ DEDUCTION FOR INTEbfst cm ^nmf^j ^^^^ 

Una«r tht Tm fttfom Act of 19S6, tht dtductlon for Inttrtst on 
coAStintr 10*11$, Including studtnt loins. Is bting phistd out ovtr fivt ywrs. 
EducitlOuAi loan rwlpltnts prtpiring thtir 1987 tix rttums nay deduct only 
65 ptrctnt of tht Interest p«1d on their loans. By 1991, the deduction bin 
be ellnlnated. 

congress Justified the repeal of this deduction on the grounds that It 
Is a disincentive to savings. But In the face of rapidly escalating 
h1gher>educat1on costs, wuiy Awrlcan fullles are finding It difficult. If 
not laposslble, to fave enough to educate their children. 

Since 1980, the cost of an un/ergraduate or graduate degree has 
Increased by nearly 75 percent — about twice the rate of Inflation. An 
Increasing nu^r of students are relying tn educational loans to Met 
higher-education expenses. Hore than 4.5 Rllllon students receive educational 
loans through federal govenwent program; countless others secure loans In 
the private sector. In total, public and private loan program provide 
49.4 percent of student assistance. 

Interest on loans secured by a prlaary or secondary residence and used 
for educational expenses reMlns deductible. But this does not help those vho 
do not om their own hoMS - prt-arlly lower-lncoM taxpayers - or those who 
lack sufficient equity In their hoMS. It Is estlMted that nearly 40 percent 
of all AMrlcans fit Into this category. Clearly, this Is an unfair situation. 

Relnstateafnt of the deduction for Interest on educational loans would 
Mke the tax code fairer for Aaerlcans who nust borrow to Mat 
higher-education expenses. Further, It would help to Mke education Mre 
affordable and, thus, open Mre opportunities for Individuals as we approach 
tl.f 2ist century. The Chanber calls on Congress to reinstate this li^ortant 
tax deduction. 

V. OTHER EDUCATION FINANCING PROPOSAL^ 

A variety of educational tax and savings Incentive proposals has been 
Introduced In the 100th Congress. The Clianber currently Is undertaking a 
comprehensive review of all educational funding mechanisms, '-^ng the«: 

1) Tax-frtt Savings Bondt. Interest earned on U.S. savings bonds and 
used to pay for higher-education expenses would not be taxed. Many 
coi^anles currently encourage employees to purchase savings bonds 
through payroll deductions. This could give enployees easy access 
to a savings prograa, with no applications to complete or InvestMnt 
choices to Mke. Similar proposals call for the creation of special 
education savings bonds. President Reagan, In his 1988 Stat^ of the 
Union Mssage to Congress, expressed support for tax-free college 
savings bonds. 
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2) Cducattonal SMvlnos Accounts Thest accounts — slnllir to 
Indlvlduil rttfrement iccounts (IRAs) — would illow faallles to 
contrlbutt » Cftrtiln isourt mh >e»T sol fly for tht purpose of 
fliunclny hightr tducatlon. Contributions up to i stt Unit would 
bt dtductlbit fron gross IncoM. SlalUr proposals would nke 
contributions to such iccounts tu exenpt as lotig is the funds ire 
used for higher educitlon. FlMlly, other proposiis would illow 
panilty-free deductions fro« IRAs to piy for higher-educitlon costs. 

Z) educational Jruit Fundt. Pir?nls could Invest In i fund thit would 
pay a portion of future tuition and other related educational costs 
directly to i posts^condary educitlonil Institution. Contributions 
would be tu-deductlble. 

The Chaflbi.r urges Congress and the Reagan Adalnlstratlon to begin a 
thorough review of educational-funding options. If we are lo Met the hunan 
resource needs facing this nation, we Must begin to evaluate all potential 

SOlUt^CTtS. 

IV. cni CLiJSiOii 

A well-educated work force Is vital If the United States Is to coiwete 
effectively In the International Marketplace. The worfcplsce deMands of the 
future win require eoployees and coployers to retool, reeducate, and retrain 
at-9n Increasingly accelerated pace. It also will riquire developing new 
strategies that better coordinate budget and tax policy with projected huMan 
resource needs. A first step In developing such strategies Is the 
relnstateMent of federal tax Incentives education (I.e., Section )27 a.id 
Interest deductibility for student loans). 

Finally, we Must continue ic foster allien es that link educational 
efforts to econoMic developMent and to l^irove productivity througfi the 
availability of effective and efficient ed*Jcat1on and training prograMS. For 
that reason, a thoughtful and prograMMtIc review of other funding options, by 
both private and public organizations. Is needed. For Its part, the ChaMber 
will continue to stress the need for Innovative private-sector approaches 
(e.g., ConStU) to Meeting these needs, while calling for changes In existing 
fiscal policies. 

The ChaMber coonends this CoMMlttee and Its Chalman for addressing 
these iMportant Issues and holding the recent hearings on this t^plc. 
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